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tinent, the respondent said he realised “change was coming fast to the conti- 
nent” and he wanted to “bring change to media on the continent.” His work for 
the multinational media company showed him the potential and the opportu- 
nities of the rapidly changing media environment. He mentions the “push” of 
potential relocation and the prospect of his contract coming to an end as the 
motivation to put some of his innovative ideas into practice. 

After he left his regular job, it took about eight months to start the new com- 
pany. Registration in 2012 coincided with initial discussions with a potential 
client to produce African news content. This first deal was agreed verbally and 
it took almost a year before a contract emerged. In early 2013, the company 
launched a daily video news service providing African news content on a sub- 
scription basis; this required hiring four people as news staff. A few months lat- 
er, the company started producing another show and hired a creative director 
and a graphics designer. This grew potential to create graphics and, later, ani- 
mated graphics and full animation. Currently, the company produces three TV 
shows, partners to create a Sports News show and produces a daily news “feed”, 
in addition to some animation. The idea of engaging African media produc- 
ers across the continent, using cutting edge technology and an African “media 
hub” to create ready-to-air content and selling that content to broadcasters, 
has been proven. The company now needs considerable financing to scale up 
and is looking for outside investments. 
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The respondent said local (Kenyan) financing, even from so-called business- 
friendly institutions, is prohibitively expensive, with interest rates between 
17—19 per cent per annum and with prohibitive guarantees. To date, the entire 
business has been bootstrapped, with the respondent having provided all fi- 
nancing in personal loans to the company from the beginning. 

The company currently has revenues of over $US 500,000, employs 18 peo- 
ple and is active in multiple countries across Africa. The company has not yet 
secured any outside investment, but is still looking. In 2012, the company em- 
ployed six FTEs, which rose to 12 in 2013, 15 in 2014, and 18 in 2015. The com- 
pany’s workforce is expected to rise to 20 FTEs in 2016 and 24 FTEs in 2017. 
The company reached break-even point in 2013 and became profitable in 2014. 
In 2012 and 2013, it made between $Us 100,000—500,000 in annual revenue. In 
2015, this rose above $Us 500,000 and revenues have remained above this level 
ever since. 

The respondent mentioned a media space in Nairobi, where offices can be 
rented, as crucial to the company’s development. As a media company creat- 
ing African content for broadcast, online and corporate clients, the compa- 
ny’s promise is to deliver cutting edge African news, creative, and animated 
content. The respondent considers the company innovative in the sense that 
their content is “truly Africa-wide and groundbreaking, the use of technology 
constantly evolving and we do so from a highly creative media hub.” He in- 
dicates that the most innovative element is the “merger of digital technolo- 
gies and African media creation to develop great African broadcast content, 
quickly and competitively.” He indicates developing an innovative and creative 
media space from a “frontier market hub” as groundbreaking: creating African 
content that speaks to pan-African audiences and taps into local capacity and 
increasingly available digital technology. 

The company developed the new products on their own, using feedback 
from early clients. Turnover increased 10 per cent in the last year due to new 
or strongly improved products. This was slower than previously, due to the loss 
of a major client. He also mentioned competition in the sector is growing fast. 

The respondent sees access to capital as the most important indicator for 
determining the success of African start-ups/companies. In response to the 
question of whether he considers his own company successful, he replied: “We 
are told we have been extremely successful. We are a long way from where we 
want to be.’ He considers the focus on producing great African content the 
most important reason his company is successful, and new contracts for multi- 
episode TV shows (three new contracts in the past year) to be the most impor- 
tant indicator of the company’s achievements. 
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He suggests that government/policymakers should provide funding to in- 
stitutions and/or financiers so that they can provide competitive financing (at 
less than 10 per cent interest per annum), and provide more sectoral support 
(as, for example, South Africa’s Industrial Development Corporation and re- 
gional business development councils do). To other entrepreneurs he suggests: 
“Try to line up financing before starting out.’ 


Discussion 


In this section, we use insights from the case studies and the interviews with 
experts? to discuss the determinants behind the success of the firms that have 
been examined. We make a distinction between the internal and external fac- 
tors, as explained in previously. 

A first important internal success factor that emerges from the case studies, 
but also from the wider VC 4A database, is the level of education of the founder 
entrepreneurs. Most of them have a university degree, in some cases combined 
with an MBA degree. While the contents of the studies may not have contribut- 
ed a great deal in terms of how to set up and run a company, for many of them 
education has probably helped in building “entrepreneurial competences” 
such as ITC literacy, presentation and communication skills, networking skills, 
and negotiation skills. In addition, the high education level is also a reflection 
of social class, though it does not necessarily imply that the entrepreneurs 
originate from higher social strata in society. That said, the fact that they have 
completed university enables them to participate in social and economic net- 
works, both nationally and internationally, that go beyond the level of kin and 
friendship relations. In terms of sustainable livelihoods studies, one could ar- 
gue that the high level of education has helped these entrepreneurs to build 
and extend their social capital. 

A second internal determinant for success is the registration and formalisa- 
tion of the company. Being a formal enterprise — i.e. being registered at the 
Chamber of Commerce, paying taxes, abiding with all other requirements set 
by statutory law — not only opens up access to sources of finance that go be- 
yond microfinance, but also enables the entrepreneurs to engage in or catch 
the attention of larger (international) investment funds and ventures. This 
can help growth-oriented firms to overcome one of the big constraints they 
generally face: access to finance and working capital. There is a downside to 


9 Mr. Ben White (CEO & Founder VC4Africa), Mr. Bankole Oluwafemi (CEO & Founder Big 
Cabal Media / TechCabal), and Ms. Saskia Reus-Makkink (CEO & Founder Africa Funded). 
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formalisation, though, which might work against registered companies. Those 
competitors in the sector who remain informal can often operate with low- 
er transaction costs, and thus might have more room to manoeuvre when it 
comes to financial accountability, taxes, and exploring the grey areas between 
legality and illegality. Formal companies are more clearly “on the radar” of 
other agents, such as local authorities, national government agencies, banks, 
accountants, etc. The transaction costs that come with this may actually re- 
duce their competitiveness compared to informal firms operating in the same 
business. This also qualifies, to some extent, the appraisals in existing literature 
that suggest that the informal sector is a source of creativity and growth in 
African economies. While this may be true on one level, the informal sector 
can also result in a process of creative destruction among emerging firms in 
the “missing middle” segment of the formal sector. In terms of contributions 
to economic growth and transformation, the latter are generally ascribed as 
having larger potential than the millions of micro- and small entrepreneurs in 
the informal sector. 

A third internal factor that is relevant to the cases presented in this chapter 
is the access to capital. Many of the respondents used their own savings to 
invest in the start-up of their business, and rarely used external finance. In the 
growth stage, the entrepreneurs have, however, been able to attract capital in 
various ways, as the case studies show. Consequently, an important constraint 
to further firm growth is overcome. The formalisation of the company in com- 
bination with other entrepreneurial competences, skills, and networks have 
helped to attract this finance. That said, the entrepreneurs in our case studies 
also mention that attracting finance is hard and some of them are still seeking 
larger investment funds to finance their growth ambitions. Moreover, a “miss- 
ing middle” exists in financial services. While in many African countries it is 
much easier to either access micro-finance loans for informal entrepreneurs 
or formal bank loans for large corporations with political contacts, access to 
finance is extremely difficult to the intermediate-sized loans needed by the 
segment of enterprises that have been presented here. The emergence of plat- 
forms such as Venture Capital for Africa, and the rise of Angel investments, 
etc., has broadened the scope for finance for these types of enterprises. Nev- 
ertheless, venture capitalists still look at Africa with some caution. Although 
business climate and investment risk indicators in many African countries 
show a steady trend upwards, investing in African companies is still consid- 
ered a risky and uncertain business, different from Asia or Latin America. A 
perceived lack of adequate (financial) market regulations and governance in 
Africa, and a high-risk assessment of insecurities related to the political and 
economic conditions in African countries means investors remain reluctant 
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to invest in innovative and, by definition, high-risk business. This may slow 
down the emergence and further growth of a middle segment of enterprises in 
African economies. 

The cases also reveal a fourth and undeniable success factor: an entrepre- 
neurial spirit and attitude among the founders of the firms. Many of the com- 
panies appear to be pioneers in their respective markets and sectors, having 
identified and grasped market opportunities, and having developed innova- 
tive products and services. The innovations they develop are not always dis- 
ruptive, in a sense that they are breakthroughs for society as a whole, but, in 
most cases, they are new to the market and, in all cases, new to the company. 
This reflects the reality of innovation. Breakthrough and disruptive innova- 
tions are scarce. Frequently, innovation comes from the cumulative effect of 
implementing small-scale ideas over prolonged periods of time. It is a process 
that encompasses the acts of numerous individuals, not only the original in- 
ventors, but also the producers, consumers, and middlemen that transmit and 
operationalise the innovations, making them acceptable to society. What the 
presented cases show is that this cumulative innovation is widely manifest in 
African societies as well through the recombination or innovative use of ideas, 
knowledge, and technology (see also Gewald et al. 2012). The entrepreneurial 
spirit, which is manifest in, among other things, the innovative products and 
services, gives companies a “first mover” advantage in their respective markets, 
through which they can accrue innovation rents. Some of the entrepreneurs 
indicate that competition is increasing, others copy what they are doing, but 
certainly entrepreneurs set in motion a process of creative destruction, as in- 
dicated by Schumpeter. 

As already touched upon in the case descriptions, the adequate and in- 
novative use of available new technology is a clear factor behind the success 
of many of the firms presented in this chapter. While the availability of new 
technologies is largely an external factor, it ultimately depends on an internal 
factor, namely being capable of making use these new technologies, which is a 
key to success. In this sense, the availability of new technologies in Africa is only 
a mediating factor, offering new chances and opportunities, which still have to 
be captured by innovative entrepreneurs. From the case studies, it becomes 
clear that new IcT has enabled many entrepreneurs to explore more easily and 
get better insights into (new) market developments and identify new business 
opportunities. It has also helped them to increase the scale of their business, be 
that national, regional, or international. Finally, it has led to innovative prod- 
ucts and services, which have made many of the entrepreneurs presented in 
this chapter forerunners in the respective markets and (sub-)sectors. 
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That said, the presentation of success stories in this chapter may overlook 
the fact that, to date, only a small section of entrepreneurs have been able 
to profit from the ICT revolution in Africa in such a way that it has helped 
them to realise an innovative, growth-oriented enterprise. This is despite me- 
dia rhetoric that claims otherwise. The World Development Report 2016 re- 
fers to the digital divide, which occurs across countries and continents (World 
Bank 2016). In addition, arguments from the technological capability school, a 
prominent line of thinking in the 1980s on technology and innovation in de- 
veloping economies, might be relevant today as well. Their argument is that 
(firms in) developing economies need to undertake well-articulated searches 
in terms of the adaptation and assimilation of the transferred technologies, 
outside of formal R&D labs (Badhuri 2016: 3). The main point is that, without 
proactive indigenous innovation efforts, imported technology remains static 
technology, which will never turn into real indigenous technological capability 
(Fu et al. 2011: 1210). Fu et al. (20m) conclude that the technology gap in many 
developing economies remains large. The consequence for local innovative 
firms might be a “locked in” or path dependent trajectory that prevents them 
from embarking on trajectories for further innovation and growth. 

More research is needed to further explore determinants behind the success 
of the innovative start-up and growth companies we have focused on in this 
paper. Moreover, we are aware that in this exploratory paper we were only able 
to present a select number of cases and could not cover the full variety of com- 
panies. For example, while the VC4A data and other sources indicate female 
founders start many successful innovative companies in the sphere, all three 
cases explored in-depth were owned by male entrepreneurs. Another example 
of an issue debated in the context of African start-ups is the presumed advan- 
tage American and European entrepreneurs, or entrepreneurs with American 
or European education and networks, have over local African entrepreneurs in 
terms of access to funding, relevant networks, language, and skills for pitching 
to investors and other factors. While we were able to show cases of successful 
innovative companies by local African entrepreneurs, this could be explored 
in greater depth too. 

As we mainly concentrated in this chapter on the start-up and growth 
trajectory of the companies itself, we have paid less attention to the exter- 
nal environment that may have influenced a firm’s performance. A few things 
stand out though. Firstly, at least three of the developments identified in the 
landscape of innovation created opportunities for the companies discussed in 
this paper. Many made use of the new technologies that have become avail- 
able, one succeeded in becoming part of a Gvc (fruits and vegetables), and 
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an emerging middle class of consumers has created sufficient and effective 
demand for the products and services that the firms under study supply. The 
internationalisation of R&D activities by MNEs has had little influence on the 
success of the firms. The companies that have been studied have relations 
with MNEs in some cases, but these are client relations, and not in the area 
of R&D collaboration and co-creation of products and services. Some of the 
companies did make use of local incubators, accelerators, or other enterprise 
promoting entities. 

Secondly, clearly Kenya and Nigeria are different in many respects, be it 
tax regimes, industrial policy, or government attitude and policy towards 
SMEs. But also macro-economic conditions, societal conditions, public sector 
capacity, and willingness to cooperate with business, the legal framework and 
implementation, the level and appropriateness of services offered by the fi- 
nancial sector differ. This almost certainly has an effect on the performance 
of the firms discussed in this chapter, but we however have not explored this 
in detail. On the other hand, both countries are known for being innovation 
hubs in Africa, and historically they have been among the few African coun- 
tries that, following independence, have succeeded in building and sustaining 
a segment of strong small- and medium-sized local firms in the formal sector. 
In addition, Nigeria and Kenya have become major entry points for investors 
and companies aiming to serve regional markets in West and East Africa, re- 
spectively. This also suggests that the economic and political environment is 
currently conducive to business, probably also for local start-ups and growth- 
oriented local firms. 

To conclude, this chapter has shown that there is an emerging and growing 
generation of enterprises in Kenya and Nigeria that come near to what has 
been formerly defined as “the missing middle”, and that innovation and the 
recent changes in the innovation landscape play a major role in their success. 
Both internal factors and external factors have had a role in this. Important 
to note here is that the interaction between the internal and external factors 
also matter. Mead (1994) showed the crucial importance of bust-boom cycles 
in some African economies on informal-sector firm performance. While inter- 
nal factors offer micro-level insights into which firms are able to perform more 
successfully in a given setting, the external factors provide macro- or meso- 
level insights into factors that hinder or enable firm growth more generally. In 
order to promote the missing middle, one would need to look at both internal 
and external factors. Certain external conditions would need to be in place for 
a forerunners to be able to exploit opportunities to fill the middle and benefit 
from it, and to start providing role models for other less catalytic entrepre- 
neurs to follow in their footsteps. 
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CHAPTER 6 


Innovation in Manufacturing SMEs in Kenya, 
Ghana and Tanzania: A Grounded View on 
the Research and Policy Issues 


Jaap Voeten 


Introduction 


The promotion of entrepreneurship and innovation in the private sector in 
Africa has entered the agenda of the economic and development research com- 
munity and policymakers. All agree that innovative and dynamic businesses 
are crucial for catching up with global economic growth and development 
(Chaminade et al. 2010). A focus on promoting innovation and productivity in 
small and medium-sized enterprises (SMEs) in manufacturing would have a 
particularly positive development impact (Szirmai et al. 2011). This is because 
formally established sMEs in general provide employment and create a middle 
class in society, stabilising the overall economy. Moreover, economic develop- 
ment brings a shift from economic activity in agriculture to manufacturing, 
thus providing additional value in terms of a “structural change bonus”! The 
present economic contribution of the manufacturing sector to the overall 
economy in many African countries, compared to the agriculture and services 
sectors, is typically low. For instance, in Kenya and Ghana, the share of manu- 
facturing to total GDP in terms of value added was 11.3 per cent and 5 per cent 
respectively in 2015.7 The actual situation of sMEs in Africa, however, is one of 
low productivity and low economic significance, termed the “missing middle”? 
Innovation is considered the best way to promote the stagnating manufac- 
turing SME sector, because value creation results in a better-balanced eco- 
nomic structure, and increased competitiveness is the route towards import 


1 Any shift of labour and other resources from agriculture to manufacturing results in an im- 
mediate increase in overall productivity and income per capita. This is referred to as the 
“structural change bonus’. 

2 http://data.worldbank.org/indicator/. 

3 This phrase has been used relatively loosely in economic development discussions, mean- 
ing a lack of SMEs, particularly in the developing world. See: http://www.africa.com/blog/ 
investing_in_africa_defining themissing_middle_/. 
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substitution and export promotion. This is a somewhat classical view on de- 
velopment that still holds in the globalising world today. 

Current research and theory development in innovation have mainly built 
on advanced economies in Western countries. Only recently have research 
projects started to address innovation, its processes and conditions in coun- 
tries elsewhere. One such example is a research project funded by the ux’s 
Department for International Development (DFID) “Enabling Innovation and 
Productivity Growth in Low Income Countries” (EIP-LIC). The research ex- 
plores innovation in manufacturing SMEs in ten African and Asian countries 
and assesses relationships with internal capabilities and external institutional 
factors.* 

During the research design of the project, several basic conceptual and 
theoretical issues emerged, suchas the unclear definition and complicated mea- 
surement of innovation in developing countries. In research in advanced econ- 
omies, innovation is typically measured by research and development (R&D) 
expenditures and the numbers of patents of new products or production tech- 
nologies, as proposed in the Oslo Manual, for instance (OECD 2005). Capoglu 
(2009) already observed that, despite increasing interest in the literature, the 
exact definition of innovation in developing and emerging economies remains 
an unresolved issue. This is because innovation in African manufacturing 
SMEs often manifests itself differently, not necessarily via high profile techno- 
logical and radical “new to the world” breakthroughs involving explicit R&D 
investments and patents. Innovation often concerns incremental adoption 
and adaptation or new combinations of existing technologies (Szirmai et al 
2011). Many of these innovations involve “an aggregation of small insights and 
advances through learning by doing rather than on major technological inven- 
tions” (Carayannis et al. 2003). These forms of innovation, new to the company, 
are perhaps equally important for raising productivity and competitiveness of 
sMEs. In their initial efforts to formalise innovation in developing countries 
in a theoretical framework, Fagerberg et al. (2010) confirm that there is “an- 
other way to look at innovation that goes significantly beyond this high-tech 
picture. In this, broader perspective, innovation — the attempt to try out new 
or improved products, processes or ways to do things — is an aspect of most if 
not all economic activities. In this sense, innovation may be as relevant in the 
developing part of the world as elsewhere.’ 

Further EIP-LIc analysis into innovation processes within sMEs in devel- 
oping countries also revealed some divergence between theory and reality. 


4 The research and the development of the argument in this chapter was funded in the frame- 
work of DFID (EIP-LIC/PO5639): https://www.tilburguniversity.edu/dfid-innovation-and 
-growth/. 
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While the process is often seen in the literature “as carried out by highly 
educated labor in R&D intensive companies with strong ties to leading cen- 
ters of excellence in the scientific world” (Fagerberg et al. 2010), the African 
reality of SMEs is not based on explicit links with science and technology in- 
stitutions. The process is more commonly an experience-based learning pro- 
cess within the boundaries of the firm. SME entrepreneurs initiate, interact 
and learn by doing, much depending on their internal capabilities (Lundvall 
et al. 2009). A notable implication of managing and owning the innovation 
process within the firm is the likelihood of owning the innovation benefits 
as well. 

The EIP-LIc research design with regard to the external conditions and the 
institutional context in which innovations evolve faced conceptual issues. In 
their analyses in advanced economies, Lundvall (1992) and Freeman (1987) 
suggest that innovation takes place within a relatively stable institutional con- 
text, “controlled” and supported by established formal actors and innovation 
policies, which they termed an “innovation system”. The innovation process is 
linked to a co-evolutionary network of supporting institutions: financial and 
legal institutions, technology development and research agencies, universities, 
education and training systems, governance structures and innovation policies 
(Edquist 1997). 

In the Sub-Saharan African context, however, many of such formal insti- 
tutions and links are typically not well developed. Instead, many enterprises 
are supported in their innovation activities by less visible or less commonly 
known informal institutional links. Informal institutions are broadly under- 
stood as links and ties with networks of friends and family and social capital, 
but are also considered as the informal “rules of the game” including traditions, 
culture, habits and mental models (Scott 2001). Informal institutions may in- 
clude personal and family contacts, community and social networks, informal 
credit for incremental innovation and adoption. This reality of how innovation 
evolves within informal institutional contexts in Africa has just started to be 
acknowledged in recent innovation systems literature (Lundvall 2009; World 
Bank 2010). 

With a view to addressing the conceptual issues mentioned above, amongst 
others, the EIP-LIc research included a qualitative research component, a se- 
ries of case studies. This concerned an inductive exploration of how innova- 
tion in manufacturing SMEs materialises on the ground. The aim of the case 
studies series was to complement the quantitative EIP-LIC research design, 
in particular in identifying, validating and complementing existing theories 
and hypotheses with contemporary realities, as perceived by manufacturing 
SME owners and managers. In this chapter, a selection of three cases from 
the EIP-LIC cases series are presented and analysed, addressing three overall 
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research questions: what and how do innovations materialise within manu- 
facturing SMEs? What are the firms’ strong and weak internal capabilities? 
How does the external business and institutional context play a supporting 
or hampering role in the innovation process? This chapter identifies pat- 
terns and trends in the cases and concludes with some reflections on policy 
implications. 


Approach and Method 


In the ten countries of study within EIP-LIC,° we identified and interviewed 15 
to 20 innovative manufacturing SMEs to develop the series of cases. To assure 
homogeneity, enabling comparison between companies and countries, we se- 
lected the sMEs by applying the following criteria: (i) formally registered SMEs 
in manufacturing; (ii) between ten and 150 employees (turnover, assets and 
capital formation are not considered), and: (iii) owned by African and Asian 
entrepreneurs.® 

We obtained the data for developing cases via holistic “semi-structured” in- 
terviews with SME owners and managers.’ We visited the enterprise premises 
and asked open questions about how they survive and expand, solving daily 
issues with new solutions, production techniques, processes or investments in 
new products and ways of marketing. More specifically, we followed the inno- 
vation typology of Kaplinsky and Morris (2001): (i) process innovation aiming 
at improving the efficiency of transforming inputs into outputs; (ii) product 
innovation leading to better quality, lower price and/or more differentiated 
products; (iii) business practice innovation, implying new ways to organise 
the business and attract new clients; (iv) functional innovations — assuming 
responsibility for new activities in the value chain, such as design, marketing 
and logistics; and (v) inter-chain innovations, moving to new and profitable 
chains. 


5 Ethiopia, Ghana, Kenya, South Africa, Tanzania, Uganda, Bangladesh, India, Indonesia and 
Vietnam. 

6 In Africa, one should be careful about talking about “African entrepreneurs”. Many business- 
es in African countries have Indian (or other Asian) owners. The owners and their families 
have been in these countries for generations and gained local nationality. They are well inte- 
grated in the local economic life and society. 

7 EIP-LIC has a case study database developed in the framework of qualitative research activi- 
ties in the African and Asian countries of study. 
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After clarifying the types and processes of innovation, we then asked how 
the entrepreneurs perceive the company’s capabilities, or the lack thereof, in 
enabling the entrepreneur to innovate. We subsequently addressed the issue 
of how innovating entrepreneurs perceive and cope with the (ever-changing) 
external business and institutional context. We wrote the case studies based 
on transcribed interview recordings and on visual observations complement- 
ed with grey materials. The qualitative data were systematically stored in the 
EIP-LIC qualitative dataset. The analysis of the data, inductively and system- 
atically identifying patterns and trends, was an iterative process with the data 
collection. Lastly, we reviewed the findings against literature for comparison 
and validation or to signal theoretical differences. 

Regarding the validity of the research, qualitative research in general does 
not claim to collect and analyse data from a representative sample. Instead, 
on a case-by-case basis, qualitative analysis provides exploratory (inductive) 
insights into issues, processes and systems in a bottom-up way that helps to 
suggest theoretical concepts for the local context (Denzin and Lincoln 1998). 
Against this background, the selection of cases involved “information-oriented” 
sampling, as opposed to random sampling. Next, we present three selected cas- 
es from Kenya, Ghana and Tanzania manufacturing sMEs. In the analysis, we 
also refer to other cases in the series of DFID qualitative studies. 


Cases 


Food Processing — Palm Oil, Mixes, and Palm Cream (Ghana - no 

Employees) 
The company started in 1994 with the production of various palm oils and 
related products. It is located on the northern side of Accra. The production 
processes, carried out in three large production halls, entail palm seed clean- 
ing, cooking and milling, followed by extracting oils, drying the powders and 
cooking the creams as final products. A separate packaging and canning sec- 
tion is also a recent part of the company. To secure supply of the palm seeds 
used in production, the company has acquired 350 acres of land in different 
locations near Accra and in the Eastern Region. It cultivates oil palm, cassava, 
maize and other crops. The company has no employees. 

Initially, the company focused on the domestic market. However, the 
owner soon realised the export potential of his products through his net- 
work of contacts. Moreover, distribution in the domestic market took a lot of 
effort — “Maintaining contacts and managing the logistics in the three regions 
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outside Accra were very time consuming compared to the returns.” The owner 
had previous overseas experience in the retail food sector during a five-year 
stay in the UK. This helped him a lot in using his network of good contacts 
among companies, importers and distributors, and to understand export 
requirements. 

The company started exporting their products in the year 2000. Today, 
the company only deals with four principal importers overseas: in Europe 
(Netherlands, Germany and Norway), the usA, Canada and Australia. 


Innovation and Internal Capabilities 

The owner sees a constant need to develop new palm oil and other related 
products. The demand is changing continuously and technological develop- 
ments make new products possible. In recent years, many new products — 
beyond palm oil — have been introduced as a result. The current range includes 
banku mix, gari, cereal mix, kokonte and hausa koko powder, canned palm 
cream concentrate and canned eggplants. In the future, the owner foresees 
new products “because day in day out our customers and importers ask if there 
is anything new.’ 

In this dynamic business context, the owner tries to keep well informed 
of trends, which “helps me to be one step ahead of the competition.” Most 
of the competing companies are Ghanaian companies. The owner has the 
advantage of exchanging new products within his international network of 
contacts and “by so doing we are always ahead, and that has really worked 
for us.” 

Product innovation goes hand in hand with new technologies in processing, 
labelling and packaging. The establishment of the canning section in 2003 was 
one key technological innovation. Considering whether to make this invest- 
ment, the owner realised that there were only a few canning companies in 
Ghana, while the demand was high. The new machines enabled the company 
to launch new products with a longer shelf life. The owner believes that part 
of the success of the canned products was “the existing and well-established 
reputation of the company brand in the market.” 

The growth strategy of the company focuses on expanding the production 
volume and range of products. This involves innovation and technology, en- 
abling the firm to process raw materials into high quality food products. 

The expansion of the range of products will create more employment in 
the near future — “These innovations are not about saving on labour costs, but 
about the ability to produce new products that the customers want. Therefore, 
we envisage growth in terms of both machines and personnel.” 
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The owner recognises the positive effect of employment creation, in par- 
ticular for women — “We have about 30 women employed directly, and the 
impact on their children is very positive. They are able to give good meals to 
the children and pay school fees, so the children get educated and learn about 
good hygiene: it is a multiple effect.” 

The owner considers himself a real entrepreneur. When he sees opportuni- 
ties and other products overseas, he says, “If others can do it, like producing 
some special type of product, I believe I can do it.” Once an opportunity arises, 
the owner reviews the financial implications and consequences. At the same 
time, he is aware that one can never be certain about a business plan, financial 
calculations and forecasts — “I am an entrepreneur, so I am able to smell an op- 
portunity; that good feeling helps in taking some of these decisions.’ 

When a new product is first proposed, by a customer for instance, the owner 
and the principal product developer first brainstorm about the overall idea and 
sort out the technical details of the process and the ingredients. Sometimes 
company staff from the factory come forward with additional ideas. There has 
been input from employees in one way or another in all the new products so 
far. The owner also travels two to three times a year abroad (The Netherlands, 
Germany and Belgium) and studies new products in the various shops. He of- 
ten goes just “to see products in the shops and to see how our products match 
with other products on the market in terms of presentation and pricing, and 
also to get customer feedback.” If the owner sees an interesting product, he 
brings it back. He feels that every suggestion from a customer could be useful — 
“We put it on the shelf since we cannot implement it immediately, even though 
it’s a good idea.” 

The required minimum education level for staff is basic junior high school 
and the ability to read and write — “We also have some university educated 
staff in product development and quality monitoring.” The company under- 
takes quarterly training for their employees within the framework of a UNDP 
and UNIDO programme “Sustaining Competitive Enterprise”. Trainers from lo- 
cal institutions discuss production techniques and practices for the highest 
possible quality and current product trends in the industry. They show videos 
and give participating staff the opportunity to present their own innovation 
ideas. 

Indeed, quality has been one of the important areas of attention to assure 
continued access to the export market. Internally, the company has an agreed 
practice and culture of everyone being responsible for quality assurance — “You 
are on the machine working but you should open your eyes and observe.” Qual- 
ity means, among other things, that the product looks traditional and natural. 
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This is what the average consumer wants to see in the product — “The palm oil 
they remember from their grandmother's time.” 

The company does not yet have any formalised bonus or reward system. 
However, some years back a staff member came up with the idea for a new and 
successful product and “we gave him a bonus.” 


External Business and Institutional Environment 

Regarding the external business environment, the owner is facing several chal- 
lenges. One major challenge perceived by many manufacturing companies 
in Ghana, according to the owner, is the unreliable electricity supply and fre- 
quent power cuts, which become more of a problem by the day. Without the 
generators purchased half a year ago, the company would not be able to sur- 
vive. The generators can power the whole plant, but this brings with it a much 
higher cost “which could have been invested into the product or raw materials. 
In a day, the generators use almost 1000 Ghana cedi (300 USD) to keep the ma- 
chines working and maintain production at the required level.” 

The owner feels that the location of the company’s plant is not very good. 
Previously, the company was located in the outskirts of Accra, which is a more 
residential area. He tried to expand, but land acquisition was difficult and not 
well regulated — “You acquire a plot of land and before you know it, someone 
else is claiming ownership.’ The current location provides space, but it is some 
distance from the central district, and road conditions are poor. The owner is 
trying to lobby for investments in infrastructure by local government, “but no 
matter how much you talk, you don’t get anywhere.” 

In an effort to protect the brand name, the company has registered its name 
as a trademark, “despite the fact that enforcement is weakly implemented by 
the government.” The owner feels that government officials and politicians are 
usually looking at short-term policies and programmes that will bring them 
power and benefits rather than really helping the companies. 

The owner is not very positive about the banking sector in Ghana. The inter- 
est rate for credit is about 35 per cent per year, “which is simply too high for 
any kind of business.’ The company got credit because otherwise it was impos- 
sible to grow — “Certainly for at least a number of years you cannot do without 
credit. You definitely need credit to be able to meet all the industry standards.” 
The credit issue prevents the owner from doing things that he would like to do. 
Repayment is an ever-present challenge. 

The company monitors the international firms in Ghana: their new and ex- 
isting products, marketing, types of packaging, machines used, etc. The com- 
pany sees Nestlé and Unilever as its main role models. The company recently 
collaborated with the Food Research Institute in a yam preservation project. 
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However, the cooperation was established through an informal contact, which 
ended when the person left the institute. The owner has just signed a Memo- 
randum of Understanding (MoU) with the Food and Nutrition Department 
of a Polytechnic College. The students are working on developing food prod- 
ucts and “it’s one of the things we are trying to do. They are studying food 
products and they have quite a number each year, so we can get many more 
ideas for product development.” 


Wood Processing — Furniture (Tanzania — 40 Employees) 
The company produces furniture and is situated on a busy road on the south 
side of Dar es Salaam. It also sells different kinds of wood for construction 
projects. The company has an open workshop including a number of heavy 
sawing machines. The company also saws wood and parts for other furniture 
producers, as a paid service. 

The owner started in 1995 as a trader, buying wood from villages in the 
country and selling to wholesalers in Dar es Salaam. However, organising and 
implementing the transportation became increasingly complicated over the 
years. Despite the fact that he always had the required paperwork, the police 
and government officers from the Ministry of Natural Resources made the 
transport difficult — “they did not trust the documents, so there were extra 
costs to make sure the timber reached town.” In 2003, he decided to change his 
trading activity — “because in everything I was doing I faced challenges. I asked 
myself, why don’t I become a manufacturer of furniture myself?” Shortly there- 
after, he started making furniture and immediately secured orders. 

To buy his first sawing machine, the owner took out a loan from a private 
commercial bank, which was possible because he had an established and reg- 
istered office of trading business, a plot of land and some furniture as collat- 
eral. Initially, the bank paperwork was too difficult to complete. The bank then 
simplified it because “they lowered the amount of money I wanted.” Eventu- 
ally, he secured the loan with an interest rate of 23 per cent for six months. The 
owner was very much aware that the loan was not very attractive — “but it was 
a must to get money to start manufacturing,” He had confidence in the market 
for furniture. 


Innovation and Internal Capabilities 
Since 2003, despite ups and downs, the business has been growing steadi- 
ly. With the profits and savings, the owner managed to buy six large and 12 
small hand machines. He had confidence to invest in the machines because 
his network of clients had provided him with sufficient orders thus far. The 
production techniques improved and became more refined. The business 
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practice also changed in the sense that, previously, the owner just produced 
furniture without having orders. However, the hardwood became very expen- 
sive, so he switched to only producing after having received an order, which 
is much easier — “if you produce without an order, you need a bigger place or 
a showroom where you can keep furniture well-arranged and clean.” He con- 
siders himself well known in the area. He has a good reputation and people 
trust him. 

The sawing machines enable the owner to produce pieces faster and of high- 
er quality than local competitors. He bought the large machines second-hand 
from the UK. Before he did so, he visited several small companies in Dar es 
Salaam that use similar models. Then, a contact in the UK helped him to find 
second-hand machines for sale and checked their condition and operational 
efficiency. The owner is very satisfied with these machines. The small hand 
machines were bought new from the local agent of a Japanese importer. 

The company employs an average of 40 workers, although currently only 
has 12 workers (when we visited the company for this research project). The 
workers do not have fixed employment contracts. Instead, the owner recruits 
workers once he receives orders. He negotiates payment depending on the 
number of pieces to be produced and concludes a short-term contract. The 
12 current workers work most of the time in the company. They know before- 
hand how much they will earn — “they know once there is a large order, then 
they will earn a lot.” The owner does not train his workers. It is not difficult get 
good skilled workers and the required skills for furniture making are not very 
difficult to obtain. Most of the workers can produce what the clients want. The 
owner mentions that there is no education or school to increase their knowl- 
edge and skills. 

To design the furniture, the owner has a large collection of printed pictures 
of products (tables, chairs, cupboards, drawers, etc.) — “but that was before the 
coming of smartphones. Now, I have lots of pictures on my mobile phone.” 
When a new client comes to the workshop, the owner first listens to what de- 
sign he or she wants. Sometimes the owner shows pictures to get ideas. Before 
making a more detailed design drawing of the furniture, the owner visits the 
customer’s home and takes measurements. The owner drafts several drawings 
with the sizes. Then once the customer agrees, the owner discusses with the 
workers how to best produce it. They sit down and the workers also provide 
ideas. 


External Business and Institutional Environment 
The clients of the company are mostly private households. Occasionally, the 
owner receives orders from schools for classroom furniture from other areas in 
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Dar es Salaam. There is some competition for these orders in the neighbour- 
hood from other furniture producers. The owner's strategy is to prioritise client 
satisfaction — “because if the client is satisfied then he will become my ambas- 
sador and bring other customers.” He is hardworking, even at night sometimes, 
to make sure that he delivers on time. 

Lately, there is more competition from larger shops on the outskirts of Dar 
es Salaam that import furniture from China. In large showrooms, this imported 
furniture is on display — “and because of the imported furniture it is more dif- 
ficult to get orders from the government offices. Most government agencies 
prefer imported furniture.” The owner wonders why the government is buying 
imported instead of local products — “people from the government usually say 
that they will buy furniture from Tanzania, but I have never seen them actu- 
ally buying local furniture.” The owner considers that Chinese products are 
not very good and lack durability. He wonders why Tanzanian clients buy this 
lower quality Chinese furniture at a much higher price. 

Regarding the business environment, the owner does not receive support 
from the government — “most of the time when government officers come here, 
they are coming for their official issues. They want me to pay tax.” The owner 
finds the government more of a hindrance than a support. Many government 
officials visit: an official from the municipality regarding business registration, 
a representative from the Ministry of Natural Resources inspecting the wood — 
“I never see them coming here to talk or ask how the business is going or what 
problems I am facing.” 

He has some advice for the government. One important issue is that the 
government should establish a single set of consistent rules and regulations 
for business operation. Many government officials come to collect payment 
of different taxes — “and it is changing all the time.” The same applies to the 
owner's experience of the Tanzanian Revenue Authority (TRA) — “you might 
go there and pay tax but they will come here again for something else.” The 
owner would like to see a government consensus on regulations for starting 
and running a business. 

The owner does not receive external advice or expertise. When he faces tech- 
nical or design challenges, he solves the matter himself or calls friends for help. 
There are no contacts with formal institutions, vocational training or technol- 
ogy centres — “one example yesterday, I had a piece of marble work to do for a 
kitchen cabinet. I asked a friend who specialises in this. I wanted to see how 
he does it, so I called him and asked him to do the work while I was watching.” 

His friends or family do not support the business, which relies on the owner 
entirely. He hopes to modify his work in future, because it is his only employ- 
ment. He manages to take care of his family — “and that is very important for 
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me.’ He hopes to move to bigger manufacturing premises and also to purchase a 
showroom to display some of his furniture. He is currently saving but he does not 
know where he might buy, since he prefers premises close to the main road. It is 
very important for a workshop like his to be close to the main road, to make mar- 
keting easier — “we keep the furniture outside so it is easier for people to see it.” 


Textile and Clothing - Company Uniforms and Accessories Tailoring 

(Kenya — 30 Employees) 
The company is a Kenyan-owned textile and garment manufacturer located in 
a commercial area in South Nairobi. It has a small workshop with one produc- 
tion line and 30 employees. The company is involved in the stitching, tailor- 
ing and branding (printing logos) of company and school uniforms and work 
clothes. Occasionally, other promotional items such as T-shirts and polo shirts, 
caps and reflective jackets are produced. The enterprise usually deals with big 
private companies, hotels, NGOs and schools in Nairobi and the surrounding 
area, because this involves a certain level of mass production: only 20 pieces or 
moreare cost-effective. The company does not export, but there are buyers from 
Tanzania and Southern Sudan, who themselves take the products back to their 
countries. 

The textile inputs and fabrics come from suppliers in Nairobi. The company 
has an agreement with the suppliers allowing payment after a certain period 
of time. This is because most of the clients do not pay cash upfront or directly 
after delivery, but usually after 30 days or more. 

This new enterprise is only 18 months old. Its young owner is motivated to 
develop his company and committed to developing business more widely in 
Kenya. As a child, he lived with his family in the usa for a time. However, the 
Western world was not what they expected, and so the family returned. The 
owner is happy that he gained exposure to the outside world, which helps him 
to do business today in Kenya. 

Despite the fact that Kenya is a developing country, the owner sees great 
opportunities. Most of the successful businessmen he knows started small, 
and he is aware that starting a business is not only about money - “If you are 
only money oriented your business will never live on.” In his opinion, an en- 
trepreneur has to like what he or she is doing — “If you like what you are doing, 
you will come up with new inventions which people will really like. Then the 
money will follow.” 


Innovation and Internal Capabilities 
He started the business in 2013. Previously, he tried to get a regular job, but 
without success. He started to explore other opportunities, such as starting a 
business by himself. The idea of a textile business came from a friend who 
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owns a textile company. Visiting this company gave him the inspiration to start 
the uniforms business. 

Initially, he started a “briefcase” company by acquiring orders from corpo- 
rates and hotels for uniforms. Once he got an order, he subcontracted it to a 
friend who had a small tailoring workshop. He subsequently delivered the 
product to the client and earned a small commission. After a while, he realised 
that he could get a much higher profit margin by manufacturing the textiles 
himself. The sewing and printing machines are usually expensive to buy, but 
luckily, he was able to borrow a machine from a client asking to have 200 shirts 
stitched. Shortly after, more clients placed orders for clothes, enabling him to 
buy another machine and expand the company. 

His growing client base has forced the owner to innovate and expand. He 
plans to increase production capacity and move to a larger production hall in 
the industrial area, where he will get double the amount of space for the same 
rent. By installing two more production lines, he will be able to handle a big 
order of, for instance, 1000 or more overalls or dustcoats. At the same time, he 
will be able to handle other orders. The owner sees the necessity to innovate. 
He is aware that if an entrepreneur wants to survive in Kenya, he or she has to 
be innovative and think outside the box — “Because if you don’t, somebody else 
will and they will kick you out.” He knows that if he does not come up with new 
machinery, the company will have to close down. The owner also mentions 
that Chinese traders, with modern machines, may take over the market soon. 
It is better that Kenyan firms capture the market right now. 

He is making arrangements and investigating possibilities. He has found an 
Asian supplier of the new machinery, which is technologically advanced and 
much more efficient. He is also exploring the possibility of producing leather 
products, such as handbags and women’s shoes, the latter currently imported 
from China. He is considering importing the raw materials and manufacturing 
shoes locally. 

The business currently has 30 employees. Most came without previous 
knowledge or experience, and were trained on the job. Some are qualified, and 
train others in how to tailor new products. There is no formal training within 
the company. The supplier of the sewing machines provides instruction on 
how to use the machines. 

Generally, clients ask for specific pre-designed products. However, the own- 
er would like to do more of his own design work in the future — “It’s not the 
client who drives me, it’s me who drives the client.” He develops his own ideas 
and researches internet retail sites to see what is available on the market in 
other countries. 

He has a designer meeting twice a week. Some new designs are successful, 
while others are not. The experienced staff also come up with ideas that are 
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worth trying. On a few occasions, the designer improved a design proposed by 
the client, much to the satisfaction of this client. However, there is little time to 
think about innovation and testing new ideas on the work floor, where the staff 
are under pressure to meet tight production deadlines every day. 


External Business and Institutional Environment 

The owner finds the business environment in Kenya hard — “It is every man 
for himself.” He feels that the government is letting small companies down be- 
cause of the many taxes and laws. Government officials visit often and delib- 
erately look for administrative mistakes. The government creates an uncertain 
and hostile business environment. A company never knows when the govern- 
ment officials will visit, and “when they show up, you go down.” The owner's 
critical opinion grew from witnessing more challenges as his company was 
growing — “If the government officials were doing what they were supposed 
to do we would be doing well.” What really upsets the owner is that there are 
so many young people in Kenya with great ideas and energy, but stuck in a 
political system that prevents them from taking initiative and growing new 
businesses. 

The owner is concerned about the increasing imports of cheap, low quality 
products. He thinks that the advantage of being located in Kenya is the quick 
delivery time of tailor-made products, last-minute production and close prox- 
imity to the client. 

Without the financial and emotional support of his family and friends, he 
could not have set up his business. They were very supportive in overcoming 
initial insecurities. He attributes much of the success of his business to his wife 
and parents. They help him in developing ideas and running a business — “we 
go through these problems together.” 


Analysis of Trends and Patterns 
Innovation 

While some reports about the African economic situation sketch a pessimistic 
picture of the manufacturing SME sector, the enterprises analysed in the EIP- 
LIC qualitative series of cases innovated, expanded and started exporting. In 
further analysing the firms’ innovation in terms of incremental adoption and 
adaptation or new combinations of existing technologies (Szirmai et al. 2011), 
it is evident that the interviewed sMEs’ owners introduced a number of prod- 
uct, process and business practice innovations. 

The palm oil company in Ghana initially manufactured products for the lo- 
cal market, then successfully accessed the export market, along with the intro- 
duction of several new products and new production processes. The furniture 
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company in Tanzania changed from trading wood into manufacturing, which 
would qualify as functional innovation. This enabled the company to intro- 
duce new products and gradually new technology. The Kenyan textile com- 
pany started as a briefcase company, then established a production line with 
new machines and new design. 

Applying the innovation typology of Kaplinsky and Morris (2001), however, 
is not so straightforward. The reality shows a combination of several types of 
innovations within the SMEs, where one type of innovation often interacted 
with or triggered another. This pattern was observed in all sMEs subject to the 
qualitative research in EIP-LIC. 

Although the innovations in the cases are not radical or “new to the world’, 
they were new for the companies. They mostly concern product innovations 
involving new technology; value is created by expanding the range of prod- 
ucts with higher quality while using locally available raw materials. Against 
this background, all cases comply with the characteristics of innovation in 
factor-driven economies (Porter et al. 2002). In these economies, low-cost la- 
bour and unprocessed natural resources are the dominant basis of competitive 
advantage and exports. The next stage would be an efficiency-driven economy, 
where products and services become more advanced and production highly 
efficient. This is not yet happening in the cases in Ghana, Kenya and Tanzania. 


Internal Capabilities 

With regard to the internal capabilities, all companies are informally organ- 
ised. None of them has an innovation or R&D specialised department. Typi- 
cally, the companies possess old and outdated machinery, often purchased 
second-hand from Europe (or in other cases from China). Owners are aware 
of the necessity to innovate and pursue efforts to do so. They have numerous 
innovation ideas and initiated tests and trials. The resilience of the owners is 
notable in this respect. They all have determination and persistence in setting 
up their business as well as a “drive” to continually improve their operations. 
Several owners among the SMEs interviewed in EIP-LIC explicitly mentioned 
that they did not establish the company for profit reasons only. The sense of 
fulfilment and achievement gained from setting up the business is valued, re- 
gardless of how difficult it is to make ends meet. 

The internally managed innovation processes observed in the cases do not 
follow a linear and “projectified” approach involving a strategic plan, a cost- 
benefit analysis and a timeframe for the implementation, as often described 
in technology-push innovation approaches (Godin 2006). Instead, the owners 
of the interviewed companies work step-by-step and see what works and what 
does not. This innovation process is earlier described by Kline and Rosenberg 
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(1986) in their chain link model, acknowledging the disorganised feedback 
loops between iterative stages of the innovation process, including idea gen- 
eration, testing and implementation. 

Regarding the workforce of the sMEs, companies in the three cases present- 
ed in this chapter do not face difficulties in recruiting staff. However, in many 
other companies interviewed within EIP-LIC, owners report the problematic 
recruitment of skilled craftsmen and operators to work with modern machines 
in particular. Younger generations lack relevant experience and are not very 
motivated to do manufacturing work. Regarding innovative ideas, the owners 
indicate that most of their employees have little knowledge or exposure to new 
technologies, products and other outside information. Although ideas from 
the workers and production managers are generally appreciated, they only 
suggest occasional improvements on the production level. Teece et al. (1997) 
suggest that the focus needs to be defined in terms of distinctive competences 
or capability of the workforce. Products, for that matter, are the manifestation 
of competence. Innovation in a dynamic context depends in large measure 
on internal technological, organisational, and managerial processes inside the 
firm. Organising the sME effectively and efficiently is generally more funda- 
mental to innovation than is strategising in, for instance, engaging in business 
conduct that keeps competitors off balance, raises rivals’ costs, and excludes 
new entrants (Ibid). 

The owners mention that the skills and knowledge gained through formal 
education do not match the company’s requirements. Practical skills and an 
entrepreneurial and creative attitude is a particular area for improvement, 
according to the owners. Despite the shortcomings, no interviewed company 
provides additional external formal training for the workers, opting instead for 
on the job training. Some owners are reluctant to provide any training at all 
because of past experience of workers moving to other jobs. 

Most owners in the cases demonstrate social awareness and a sense of re- 
sponsibility towards the community and environment in which they operate. 
Owners take environmental and social considerations into account, and go 
“beyond compliance” in terms of employment creation for the community 
stakeholders, and women in particular, and contribute to poverty alleviation. 
The concept of Social Corporate Responsibility (csR) is definitely not exclu- 
sively for large companies in Western countries (Quazi et al. 2007). 


External Business Environment and Formal 

and Informal Institutions 
All the sME owners indicate that the business environment in their respec- 
tive country is challenging, They all see promising market opportunities on the 
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one hand but a harsh institutional context on the other, which makes business 
operations, innovation and development problematic. The companies face 
competition from local firms, which is not mentioned as a key problem; the 
SME owners understand that competition forces companies to stay sharp and 
to look for innovative ways to do better than their competitors. However, the 
companies face serious and unfair competition from imports. China and India 
in particular ship in cheap counterfeit products of inferior quality, according 
to the owners. Rossouw et al. (2015) confirms that the perceptions of Africans 
towards Chinese business are rather negative, in particular with respect to the 
quality of Chinese products and services. Employment practices of Chinese 
companies as well as their environmental and economic responsibility are 
considered problematic. 


Business Context 

Regarding ideas for innovation, and available technology in particular, sugges- 
tions come from the suppliers’ side, amongst others. Most owners and manag- 
ers are well informed about the technology possibilities and alternatives for 
their manufacturing through suppliers of machinery and equipment. They 
research suppliers’ websites abroad and travel to fairs, identifying existing 
technology that could be adapted or adopted in their local context. In addi- 
tion, interviewed owners are client-oriented and get innovation ideas via 
the demand side. The customers often come with requirements and sugges- 
tions, to which most owners are attentive. In fact, the buyers and clients are 
a strong force for the so-called market-pull types of innovation in the cases, 
corresponding to the theory distinguishing buyer-driven from producer-driven 
value chains (Gereffi et al. 2005). 

There are no links observed with Western multinationals in the form of 
subcontracting or supplier arrangements; the interviewed companies operate 
independently. There is no spill-over of technology as a result of cooperation 
within value chains. 


Formal Institutional Context 
All SME owners have a more or less negative perception about the formal insti- 
tutional context. Dealing with government agencies involves various political 
and bureaucratic challenges. In general, the SME owners keep the government 
at a distance. 

On the one hand, the owners do not see a consistent regulatory or policy 
framework for manufacturing SMEs (nor an explicit long-term overall eco- 
nomic development plan). Many ministries and governmental agencies have 
different regulations, which makes the institutional context conflicting and 
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unpredictable. The situation is reported to be difficult because of bribery and 
corruption. As a result, most companies are careful to avoid external exposure, 
which would attract government officials. Entrepreneurs mention that the 
government is after a “quick buck” by earning on imports rather than invest- 
ing, and later yielding tax, in local manufacturing. 

On the other hand, owners also see that staff within ministries and agencies 
are motivated and engaged in efforts to develop and promote innovation pol- 
icy. Increasingly, policy frameworks and associated documents are being de- 
veloped. Despite considerable effort in developing strategies and plans, actual 
implementation is only just beginning in Ghana, Tanzania and Kenya, due to 
the limited availability of public budgets and knowledgeable staff. 

Interaction with existing technology institutions, as formal innovation sys- 
tem actors, is virtually non-existent. Many SMEs indicate that they would like 
to cooperate with universities to undertake research at their premises, sharing 
the research insights obtained. The technological focus of universities is often 
different and very much focused on theory development rather than practical 
application within sMEs. The interviewed companies did not enjoy the sup- 
port of these formal innovation system institutions in their efforts to innovate. 
They do not feel supported at all by the government, and feel that they have to 
survive on their own. 

The banking system was often discussed as the last element of the inter- 
views. The owners do not consider formal banks as an attractive source of fi- 
nance for SMEs. The most problematic issues here concern high interest rates, 
collateral requirements and complex paperwork. The owners mention interest 
rates ranging from 16 to 35 per cent per year, which is difficult to cover, given 
the low profit margins of their operations. 


Informal Institutions 
The company owners mentioned that friends and family were critical in the 
set-up and innovation efforts of the business. Previous working experience 
overseas or in export further strengthened their informal networks, as well 
as informal contacts via social media and elsewhere. These networks provide 
a safety net as well as encouragement and stimulation, also described in the 
theoretical framework of social capital (Knight, 2003). 

The interviewed companies source credit mostly from informal financial in- 
stitutions. Most of the companies were given informal loans and gifts by family 
and friends. Informal money lenders, or “Shylocks’, demand even higher inter- 
est rates, but provide flexibility. Beyond family and friends, in some cases infor- 
mal channels and contacts within the business sector and some government 
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agencies are essential sources of technical advice, orders and tenders, amongst 
other benefits. 


Concluding Remarks with Regard to Policy Issues 


The official figures, in the World Bank databases amongst others, indicate 
that the manufacturing sector in many African countries including Ghana, 
Tanzania and Kenya is diminishing, whereas this sector could bring significant 
benefit for overall development, as explained in the introduction to this chap- 
ter. Manufacturing sMEs choose, or are forced, to close down their business 
in the harsh business environment. This results in African countries export- 
ing raw materials while importing processed and manufactured products, thus 
missing the added value of a manufacturing sector, and the structural change 
bonus it brings. This remains an issue to be further examined by policymakers 
within government, civil society and development organisations as well as the 
manufacturing sector itself (Aubert 2005). 

One of the critical reasons for the diminishing manufacturing sector, as 
explained by various SME owners, is that they lose out to cheap imports. In- 
novation would be one way to make more efficient use of resources and pro- 
cesses and compete with imports on the local market. Thus, innovation within 
local manufacturing SMEs could be precisely the response needed: introduce 
local higher quality products at lower costs. Several owners do see the low qual- 
ity of imported products as a motivation to innovate, focusing on affordable 
durable consumer goods. The reality, however, is that many local manufactur- 
ing SMEs have limited capacity to innovate and stagnate or give up as a result. 
Limited firm level capabilities are one problem, but the difficult institutional 
context and lack of innovation support and policies appear to be more critical. 

Innovation policies in Western countries are typically based on inno- 
vation systems theory, which states that innovation is not considered as 
a firm-level effort only. The support of a network of formal institutions 
(Freeman 1987; Lundvall 1992) is critical. The underlying idea of the associ- 
ated Science-Technology-Innovation (sT1) policies is to link innovation within 
firms to science and technology via research and development organisations 
and technical universities, innovation and research funds, the financial and 
banking sector, education institutes, patent registration bureaus and certifica- 
tion offices (OECD 2005). 

In fact, many African countries have started to develop and adopt sTI poli- 
cies (Ozor 2011). STI policy aims to understand the innovation system structure, 
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identify failures and develop “corrections” (Bergek et al. 2008). The conceptual 
idea of sTI policy and the innovation system is thus to orchestrate the set-up of 
the required institutions. However, while this approach may be conceptualised 
and implemented in high-tech advanced economies, the reality on the ground 
in countries like Tanzania, Ghana and Kenya is different. On the one hand, the 
types of innovation relevant to development impact in the short run, typically 
do not involve the development of advanced “new to the world” technology, 
but rather the incremental adoption of existing technologies, since most of the 
technology is already available elsewhere in the world and accessible via the 
internet. 

Once acquired, the companies themselves refine and adapt the existing 
technology. The innovations observed in the cases are the product of experien- 
tial learning and a process of doing, using and interacting (DUI) in an informal 
way, earlier described by Lundvall et al. (2009). Learning by doing and interac- 
tion with suppliers, clients and informal networks, and experiential and social 
learning (Kolb 1984; Beers et al. 2010) is more useful for building a broader un- 
derstanding of innovation systems in developing countries. DUI focuses on in- 
novations, on interactive and on the job learning through informal structures 
and relationships, which Lundvall considers highly relevant for developing 
countries. Instead, using the stT1 approach as a blueprint, policymakers within 
government agencies could opt for a broader view of innovation systems based 
on the DUI concept. 

The informal context is also critical in the DUI concept. Informal institu- 
tions in DUI practices described by Lundvall (2009) take on the role of the 
insecure formal institutional context and provide stability and predictabil- 
ity. The role of informal institutions in supporting innovation is increasingly 
acknowledged in innovation in Africa (World Bank 2010). Policy could also 
allow and strengthen the informal institutional context instead of overruling 
informality. 

Apart from government innovation policies, the World Bank (2010) recently 
reported an alternative market ideology, taking the view that innovation oc- 
curs naturally in a good business climate and most of all through interactions 
in the business system. Innovation thus is fundamentally the task of the pri- 
vate sector and of entrepreneurs, and occurs through horizontal and vertical 
linkages of businesses, spillover and actors’ networks, involving subcontract- 
ing, interactive learning within supplier and buyer value chains and foreign 
direct investment. 

Finally, yet importantly, is the impact of a hostile and unfriendly 
government, as it is often engaged in bribery and corruption. Despite their 
good intentions in formulating innovation policies written by government 
agencies, the entrepreneurs prefer to keep the government at a distance. While 
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entrepreneurs need a formal institutional context that assures stability and 
predictability, the reality in Ghana, Kenya and Tanzania seems to be the re- 
verse, bringing extra uncertainty and risk. Many firms stay micro and informal 
and use simple technology that does not require extensive use of the formal 
institutional context. The institutional context, providing trust, predictability, 
stability and access to finance is more of a problem in preventing investment 
in technology and innovation. Before considering explicit innovation policies, 
addressing this hostile institutional environment as a first step could already 
bring significant benefit. Spontaneous innovation can be expected only if the 
government can be trusted to provide a basic reliable institutional context 
without the uncertainties of corruption. 
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CHAPTER 7 


An Institutional Analysis of Entrepreneurship 
Development in Nigeria 


Abel Ezeoha and Afam Ituma 


Introduction 


Entrepreneurship as a field of study has grown immeasurably in importance 
and has attracted significant research and policy attentions in the past two 
decades. This has largely been due to its impact on innovation, economic 
growth, poverty alleviation and public goods delivery, particularly in develop- 
ing countries. The adoption of institutional theory in entrepreneurship studies 
has equally helped to highlight the interactive roles of institutions and indi- 
viduals in entrepreneurship development. 

Although there is an unusual absence of the term “institution” in conven- 
tional definitions of entrepreneurship, such definitions are always embedded 
in the context of the presumed interaction between individuals and socio- 
economic institutional structures on which the society operates. Earlier defi- 
nitions as cited in Iversen et al. (2008) and Zimmerman (2008), for instance, 
focused on the role and contributions of entrepreneurs in the larger economy. 
Popular among the definitions are that of Cantillon (1959), an Irish merchant 
based in France, who presented an entrepreneur as one who was “responsible 
for all exchange and circulation in the economy”; and Baptiste Say (1767-1832)! 
who saw an entrepreneur as “the main agent of production in the economy” 
(cited in Iversen et al. 2008). 

The quest for a more authoritative and inclusive definition of the concept in 
the globalised business environment has thus provided a fertile ground for the 
current growth in entrepreneurship literature. A working definition of entre- 
preneurship that is consistent with the modern business environment, accord- 
ing to Stevenson of the Harvard Business School, presents the concept as “the 
pursuit of opportunity beyond resources” (cited in Eisenmann, 2013). Drawing 
on Hitt et al.’s (201) conceptualisation, entrepreneurship refers to a “context 
specific social process through which individuals and teams create wealth by 


1 Say, J.B. (1855). A Treatise on Political Economy, trans. Clement Biddle. Philadelphia: Lippin- 
cott, Grambo & Co. 
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bringing together unique packages of resources to exploit marketplace op- 
portunities” (Ibid.: 59). It equally includes new-venture creation that is growth 
oriented and generates employment, as well as small businesses and micro- 
enterprises that may provide self-employment (Bhide 2000). 

Historically, an entrepreneur has always been regarded as an innovative 
productive agent with a difference. In this sense, a neoclassical economist, 
Alfred Marshal (1842-1926) was the first to refer to an entrepreneur as an in- 
novator, stressing that such a businessperson is always in constant search for 
opportunities to minimise cost? (Van Praag 1999). Subsequent scholarly efforts, 
according to Swedberg (1991) and Zimmerman (2008), were built on this inno- 
vative role of an entrepreneur, with Joseph Schumpeter, the then student of 
Bohn-Bawerk, who later became one of the most influential entrepreneurship 
scholars, illustrating that a businessman who undertook either of the follow- 
ing tasks qualified as an entrepreneur and innovator: creation of a new good or 
a new quality; creation of a new method of production; opening of a new mar- 
ket; the capture of a new source of supply; or creation of a new organisation 
or industry. The entrepreneurship networks thus contribute towards building 
the required institutional platforms for the smooth and efficient functioning 
of the national economy (Acs, Szerb, and Autio 2015). 

Despite the valid acknowledgement that entrepreneurship is shaped and 
constrained by the socio-cultural and economic factors embedded in different 
national contexts (Ibid.), the entrepreneurship literature has largely neglected 
to account for entrepreneurship development in diverse institutional char- 
acteristics. Most extant studies in this area have focused largely on entrepre- 
neurship in Anglo-Saxon Western countries (e.g. United Kingdom and United 
States) and other Western countries that share comparable cultural values and 
business environment. Studies on this subject in Africa have been rare and we 
know comparatively little about the dynamics of entrepreneurship develop- 
ment in Nigeria in particular. The Nigerian context represents an important 
but relatively neglected context that can enrich and contribute to the global 
entrepreneurship discourse due to its unique geographical, political, econom- 
ic and cultural characteristics. In response to an earlier call by entrepreneur- 
ship scholars (e.g. Herbig 1994; Shane 1992), this paper draws on Institutional 
Theory to discuss some key factors that shape and constrain entrepreneurship 
development in Nigeria. The paper highlights the context-specific nature of 
entrepreneurship and attempts to reveal the influence of various factors and 


2 Marshall, Alfred (1890), Principles of Economics: An Introductory Volume, 1st Ed., London: 
Macmillan. 
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variables on entrepreneurship development. This is expected to contribute to 
the development of contextually relevant policies, practices and theories of 
entrepreneurship development. The rest of the paper is organised as follows. 
The next section provides brief insights on the entrepreneurship context in 
Nigeria. A third section outlines the theoretical framework of the paper. This 
is followed by a look at the strategies for building effective institutional struc- 
tures for entrepreneurship development. Finally, we present the summary and 
conclusion. 


Nigeria’s Entrepreneurship Context 


The Nigerian business environment is largely described as difficult and un- 
friendly. The country lags behind in key measures of quality of business envi- 
ronment. The 2014 Doing Business Report in Nigeria revealed that the country 
fell from its 138th position in 2013 to the 147th position in 2014. Nigeria’s context 
is a confirmation that the economic hardship and social discrimination that 
create opportunities for the birth of entrepreneurship businesses, ironically 
threatens entrepreneurship incubation and business survival. For instance, the 
country does relatively well in terms of rate of new business registration (with 
the level rising from 65,074 in 2010 to 81,144 in 2012); the cost of business start- 
up procedures (% of GNI per capita) (declining from 75.9 per cent as at 2010 
to a low level of 31.6 per cent in 2014); and the ease of doing business (scoring 
175 as against the Sub Sahara African average of 142 in 2013) (World Bank Doing 
Business Report, 2015). In contrast, the country lags far behind in the indices 
for business survival and sustainability — performing poorly in terms of ability 
to resolve insolvency in business (with a score of 107 out of 189 countries cov- 
ered in the 2014 Doing Business Report). 

The Africa Heritage Institute, an independent economic think-thank in 
Nigeria, developed an environmental matrix termed BECAN Model, as a tool 
for benchmarking the quality of Nigeria’s business environment, reflecting 
some negativities in the business environments both at the national and sub- 
national levels. The matrix is represented in the box below: 


Business Environment Matrix in Nigeria 


In essence, profiting from a high risk, volatile and unprofitable business envi- 
ronment is rather the main window of opportunities for true entrepreneurs. 
Entrepreneurial success is, for instance, tied to the quality of an entrepreneutr’s 


- 978-90-04-35161-5 
Downloaded from Brill.com10/18/2021 02:08:42PM 
via free access 


152 EZEOHA AND ITUMA 


Infrastructure and utilities: Legal and regulatory services 
Energy © Business registration 
Water : Tax administration 
Access to information - Contract enforcement 
Transportation : Land registration and prop- 
Social infrastructure erty rights 

Business support and investment Security: 

promotion: 

Major crimes 
Entrepreneurship promotion * Minor crimes 
Access to finance © Police coverage 
Investment promotion * Perception of security 


Industrial clusters 
Public-private partnership adoption 


SOURCE: CONSTRUCTED FROM THE BECAN REPORT 2007 


decision-making under extreme uncertainty and ambiguity (McVea 2009). An 
entrepreneur focuses on affordable loss and not on the conventional rate of 
business returns.? In the foreseeable future, the goal of the entrepreneur is that 
return on capital would over-run the affordable risk. 

While it is not contestable that Nigeria ranks amongst the worst in most 
strategic measures of the quality of the business environment, available evi- 
dence reveals the thick presence of the country in the global entrepreneurship 
environment. In effect, the country is still ranked among the top investment 
destinations in the Sub Sahara African region (UNCTAD, World Investment 
Report 2015). This is confirmed in a report by AllWorld Network Inc., where 
in 2012, 50 top Nigerian private companies broke many AllWorld records in a 
contest involving companies from 15 other countries in the Middle East, North 
Africa, India, Pakistan, South Africa and Turkey. Nigeria was adjudged to have 
the highest number of well-established women entrepreneurs at the level 
of 16 per cent. The top 50 Nigerian entrepreneurs were also found to break 
many of the records in terms of the growth rate, the size of companies and 
diversity of industries. Some of the factors responsible for this scenario 
are based on the claim that the country is a high risk high return destination 


3 The1o Myths of Entrepreneurship, http://www.youtube.com/watch?v=G8gRkJgcnzo. 
4 http://www.allworldlive.com/nigeria-fast-growth-50-winners. 
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(Ventureafrica.com);> and optimistic entrepreneurs with an eye on high re- 
turns find the country as a viable destination for investments. 


Institutional Theory and the Entrepreneurship Premise 


Modern theoretical postulations on the meaning and role of entrepreneurs are 
different from the early days practice. The central attempt in the modern prac- 
tice is to conceptualise entrepreneurial activities in the changing global eco- 
nomic system. Core emphases of the modern theorists, starting from the late 
1990s, for instance, are identified to include: an interception between avail- 
able profitable opportunities and enterprising individuals; and expertise in 
decision-making uncertainty (Shane and Venkataraman 2000). The theoreti- 
cal views about modern entrepreneurship practices are thus weaved into an 
emerging neo-institutionalism school, which sees both the entrepreneur and 
the institution as practically inseparable. 

The theoretical context of neo-institutionalism (championed by John Mey- 
er and Brian Rowan in 1977, Lynne Zucker also in 1977, and later reshaped by 
Richard Scott in 1983)® revolves around how the institutional structures in the 
society shape the behaviour of micro-agents, and how the agents (particularly 
the individuals) strive to manage prevailing threats, while at the same time 
exploiting opportunities in the larger business environment. The application 
of neo-institutionalism therefore seeks to explain the socio-political dynamics 
prevailing in the operational spaces of individual agents in the society. Ap- 
plying this neo-institutional theoretical framework, the formal organisational 
structure of an enterprise is adjudged to be shaped by “the technical demands 
and resource dependencies,” and “by institutional forces, including rational 
myths, knowledge legitimated through the educational system and by the pro- 
fessions, public opinion, and the law” (Powell 2007: 1). 

Attempts at incorporating institutional theory in modern entrepreneurship 
studies therefore centre on the position of an individual either as a dormant 
business person, whose orientations and actions are defined by institutional 
forces outside his control, or as an active agent, who exploits institutions and 
redirects institutional policies and courses of actions to his/her credit. In doing 
this, the entrepreneurial agent sees himself in a constant struggle to strike an 
optimal balance between the judgements of the structuralists and those of the 


5 http://venturesafrica.com/five-african-countries-that-offer-the-greatest-investment-oppor- 
tunities-in-real-estate/. 
6 Fora source of this emphasis, see Powell (2007:1). 
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agency theorists. From the perspective of structuralism, entrepreneurship de- 
velopment is shaped by prevailing framework and rules; while from the agency 
perspective, human agents are viewed “as ontological primitive and view insti- 
tutions as structures that created by goal-maximizing individuals” (Clark 1998: 
245). It is this dichotomy between the structuralists and the agency theorists 
that gave birth to the problem of the paradox of embedded agency — with an 
attempt to address the problem leading to the postulation of the new institu- 
tional theory. The paradox of embedded agency essentially arises because en- 
trepreneurs who are constrained by institutional challenges and pressures face 
little chance of transforming the institutions in their favour. By implication, 
the freedom of entrepreneurs operating in a socio-economically difficult and 
unstable environment is likely to be constrained by the same environment (for 
more insight on this see Lawrence, Suddaby, and Leca 2009). 

Resolving the arising conflicts between the structuralists and the agency 
theorists within the framework of neo-institutionalism requires a clear under- 
standing of the meaning, context and tenets of modern institutions. This is 
more so considering that the term “institution” is not just imprecise, but also 
complex. Institutions may be defined as “the rules of the game in a society or 
the humanly devised constraints that shape human interaction” (North 1990: 
3). They are generally conceptualised as deep aspects of social structure, which 
act as authoritative guidelines and constraints on behaviour (Scott 2008). Insti- 
tutions can be either formal, such as rules, laws and constitutions, or informal, 
such as norms of behaviour and conventions (Boettke and Coyne 2009; North 
1994). Formal institutions refer to the objective constraints and incentives aris- 
ing from government regulation of individual and organisational actions (Bru- 
ton et al. 2009). Informal institutions are “the norms, customs and mores that 
enable us to cooperate with strangers in the marketplace,” through “the norms 
and values of trust and reciprocity” (Boettke and Coyne 2009: 6). In reality, 
both the formal and informal institutional environments play a crucial role in 
socio-economic development. As Boettke and Coyne put it, “informal rules are 
often codified in practice to become formal law”; and that “the enforcement of 
the formal and informal institutions determines how binding the rules are in 
any given society” (Ibid.). However, the degree of influence each of the two has 
on the economic landscape depends on the levels of economic development 
in a country, and specifically on the strength of the socio-political structures 
in place. 

The premise of the traditional institutional theory posits that whereas the 
formal institutions dwell on existing economic, political and legal structures 
in place, the informal institutions focus on the socio-cultural contexts in the 
society. The former addresses issues relating to the role of national institutions 
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such as national labour laws; trade unions; politics; educational and vocational 
training systems; labour market; professional bodies; international institu- 
tions; employers’ federation; consulting organisations; placement organisa- 
tions; trade bodies; government institutions; local authorities; and voluntary 
bodies (Budhwar and Debrah 2001). In contrast, the latter explains how indi- 
vidual and firm behaviours are shaped and regulated by social and economic 
institutions. This theory suggests that individual and firm’s behaviours reflect 
and mimic societal conventions, values, beliefs and norms. 


Institutional Pillars and Entrepreneurial Development: The 
Nigerian Context 


Over the years, institutional theory has gained prominence as a popular and 
influential explanation for organisational and individual behaviour (Dacin 
et al. 2002). The institutional approach has been adopted by different disci- 
plines and the extant literature on institutional theory is too extensive to be 
adequately summarised here (for a more comprehensive review see Hodgson 
1994). Although institutionalists vary in terms of their emphasis, inherent to 
all their work is a claim that organisations operating in similar environments 
are likely to seek legitimacy and recognition by adopting practices, processes 
and structures that are prevalent in their environment (Fogarty 1996). This 
general proposition has been the foundation on which a number of institu- 
tional mechanisms have been conceptualised. A particularly useful conceptu- 
al framework for understanding how entrepreneurship development is shaped 
and constrained by institutional setting is Scott’s (2004) “pillars” of institution- 
al processes. Scott posits that there are three “pillars” of institutional processes: 
the regulative pillar, the normative pillar and the cognitive pillar. These pillars 
shape and circumscribe the actions of individuals and organisations within 
a given institutional environment. We draw on the three pillars to illustrate 
the context dependent nature of entrepreneurship; and how institutions can 
shape and constrain entrepreneurship development in a developing society 
such as Nigeria. 


Regulative Institutional Pillar 


The regulative institutional pillar refers to the “existing laws and rules in a 
particular national environment, which promote certain types of behaviours 


nk 


and restrict others” (Kostova 1997: 180). It involves “rule-setting,” “monitoring,” 
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and “sanctioning” activities (Scott 2008: 2). It equally focuses on government 
policies and programmes aimed at stimulating and developing the productive 
capacities of entrepreneurs in a country. Legal structures transcend beyond 
rules and regulations, extending to “government attitudes toward markets and 
freedoms and the efficiency of its operations are also very important” (World 
Economic Forum 2015: 4).” 

There are key legally-linked factors that can affect entrepreneurship devel- 
opment. Some of these include government activism, legal frameworks for 
lending and borrowing, environmental rules, protectionist policies that favour 
(or are biased against) certain classes of businesses or ethnic groups, access 
to education as well as property ownership rights. Government activism, for 
instance, reflects the extent to which a nation’s formal institutions redistribute 
economic wealth through progressive tax structures and spending to provide 
for the common welfare of its citizens (Aidis et al. 2012). It thus reflects a gov- 
ernment’s ability to address social issues and provide public goods. In Nigeria, 
government activism remains somewhat low. This is considering the existence 
of limited government support for social programmes and national welfare 
provisions. In essence, government inactivity is likely to motivate many entre- 
preneurs to set up social enterprises to fill this gap. This view is consistent with 
broader literature (e.g. Mair, Battilana, and Cardenas’s 2012), which recognises 
that social enterprises frequently appear where governments fail to provide for 
social needs, such as adequate healthcare, children’s social services or environ- 
mental protection. 

In a multi-class, multi-ethnic society like Nigeria, entrepreneurship spirits 
and practices have emerged as a way of coping with the inherent discrimina- 
tion tendencies by dominant groups. The same is the case in countries with 
racial bias, where minority races are naturally considered more enterprising 
than the majority racial groups. Under this scenario, marginalised groups that 
are discriminated against and are socially deprived strive to overcome such 
stigmatisation by breaking new business grounds and building protective en- 
trepreneurial empires (Cuervo 2005). This is essentially the case in Nigeria, 
where the Igbo ethnic group is considered to have drawn its entrepreneur- 
ship strength from an attempt to break away from the difficulties imposed by 
the 1966-69 Civil War between Biafra (largely dominated by the Igbos) and 
the Nigerian government. The Igbo ethnic group is ranked as one of the two 
most educated ethnic groups in Nigeria and one of the most industrious and 
business-oriented, together with the Yoruba in the Western Region (see, for 
instance, a detailed account of this claim in Mwakikagile 2007: 274). 


7 http://reports.weforum.org/global-competitiveness-report-2014-2015/methodology/. 
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Along similar lines, the argument is that a larger, wealth-redistributing wel- 
fare state crowds out private pro-social initiatives (Warr 1982) and thus fewer 
individuals are likely to be motivated to engage in social entrepreneurship. The 
rentier nature of the Nigerian state, in this sense, can be linked to its character- 
istic under-productivity and underdevelopment (Falola, 2004); it can also be 
responsible for the high level of informality in the country’s entrepreneurial 
space. As established by Herb (2005), the fact that rentier states need not tax 
their citizens creates a disconnection between the people and the government. 
At the sub-national level, apart from Lagos (in the South) and Kano State (in 
the North), there is generally an inverse link between the flow of oil revenue 
and economic productive tax capacity (Ezeoha et al. 2016). 

That the legal environment in Nigeria has not provided a favourable ground 
for entrepreneurship development does not, however, imply absence of gov- 
ernment’s supporting institutional structures for entrepreneurship growth. 
Some programmes have indeed been initiated and implemented by the gov- 
ernment as outlined in table 7.1 below. While it is outside the scope of this pa- 
per to give a full evaluation of the success or failure of the various government 
interventions in the previous years, it is evident that the level of unemploy- 
ment and poverty has remained relatively high, in spite of the expectations of 
Nigerians regarding the benefits of the various intervention programmes. 

Figure 7.1 below shows the rate of unemployment by state in the country. 

The regulatory institutional pillar is also anchored on measurable indices 
like ease of doing business; level of economic freedom; rule of law; prevailing 
copyright and patent laws; efficiency of the financial system infrastructure; fis- 
cal policy direction of the government; and the nature of the labour market 
regulation. Nigeria’s ranking on these indicators reveals a comparatively poor 
stance in the Sub-Sahara African region. A number of researchers confirm the 
significant influence of these factors on entrepreneurship development. Stel 
et al. (2007), for instance, find some of the key constraints to include minimum 
capital requirements and labour market regulations. Nystron (2008) finds the 
efficiency of the regulatory frameworks on property rights, access to credits and 
labour as being the lubricants for entrepreneurship growth; and Powell and 
Rodet (2012), in a multi-country case study, find that “freedom from big govern- 
ment” is an important driver of entrepreneurship growth and development. 

In Nigeria, other critical regulatory issues against entrepreneurship devel- 
opment border on legal and governance challenges, which reflect particularly 
on the prevalence of bureaucratic bottlenecks, corruption and fraud,® policy 


8 For historical insights into the world of corruption and frauds in Nigeria, see for instance Ellis 
(2016). 
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TABLE 7.1 Macro policy programmes of the Nigerian government to encourage 
entrepreneurship 


Programme Objective 


1 Agricultural Development The main purpose of the app is to stimu- 


Project (ADP) late increased food production and enhance 
the income of the rural population. 
2 National Directorates of Responsible for vocational skills develop- 
Employment (NDE) ment and small-scale enterprises pro- 


grammes designed to combat 
unemployment. 
3 National Economic Recon- Provides long-term loans at concessionary 
struction Fund (NERFUND) interest rates to promote small- and 
medium-scale industrial projects. 
4 Family Economic Advance- Established to provide micro-facilities for 
ment Programme (FEAP) entrepreneurs. 
5 People’s Bank and Commu- Designed to make banking services more 


nity Bank Programmes accessible and extend credit to the poor. 

6 Better Life Programmes/ Aimed at providing micro-credit facilities 
Family Support Programme for women entrepreneurs. 

(BLP/FSP) 

7 National Poverty Aimed at providing vocational skills 
Eradication Programme development and small-scale enterprises 
(NAPEP) programmes designed to combat 

unemployment. 

8 National Empowerment To eradicate poverty and unemployment. 
and Economic Development 
Strategy (NEEDS) 


9 Smalland Medium Enter- To promote the development of Nigeria’s 
prises Development Agency SMEs. 
of Nigeria (SMEDAN) 


10 Youth Enterprise with The main objective of the programme is to 
Innovation in Nigeria generate jobs by encouraging and support- 
(You WiN!) Programme ing aspiring entrepreneurial youth in Nigeria 


to develop and execute business ideas that 
will lead to job creation. The programme 
provides business training for up to 6,000 
aspiring youth entrepreneurs spread across 
all geo-political zones in Nigeria. 


SOURCE: ABIMBOLA ET AL. (2011) 
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FIGURE 7.1 Unemployment rates across Nigerian states 
SOURCE: NATIONAL BUREAU OF STATISTICS, SOCIAL STATISTICS IN 
NIGERIA, 2015 


inconsistency, ethnic segregation, archaic land governance practices, judicial 
delays as well as the absence of formal legal tool for the promotion, protec- 
tion and governance of entrepreneurial businesses. For instance, the higher 
rate of piracy faced by Nigerian artists? succinctly demonstrates the inability 
of the legal system to promote entrepreneurship growth and development in 
the country. 

Also in the international business environment, Nigerian entrepreneurs are 
challenged by the poor economic competitiveness of the country as a whole. 
The country is largely dependent on crude oil exportation for its foreign ex- 
change earnings, with the proportion of oil revenue to total export revenue 
standing at about 75 per cent. Aided by the country’s porous land borders and 
seaports, this import-dependency syndrome is such that virtually everything 
is loosely imported into the country (Omoh 2011). The implication is that the 
products of local entrepreneurs are left to compete with those of other entre- 
preneurs in countries where the business environment is friendly and where 
the cost of production is much cheaper. Evidence shows that in other jurisdic- 
tions (such as the usA), “larger firms feed the fish instead of eating it” (Acs 
and Armington 2006: 166), as opposed to the Nigeria case where larger firms 
(sometimes with wider access to foreign resources and markets) feed on the 
fish by crowding out small firms. 

Nigerian entrepreneurs do not enjoy good reception in neighbouring Afri- 
can countries either. Key examples are the Ghanaian-Nigerian business squab- 
ble, where the Ghanaian government enacted and tried to enforce a policy 
compelling Nigerian businessmen and traders to pay a minimum capital of 


g For more insight on the intensity and the threatening impact of piracy in the country, see 
Oguntola (2016). 
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$300,000 or have their businesses shut down (Business Day, 10 August 2012; 
Akinyoade 2015). This is similar to the recent Zimbabwean declaration against 
foreign African businesses, where the Zimbabwean government, under its 
black empowerment law, gave foreign shopowners (mostly Nigerians and Chi- 
nese) an ultimatum to shut down their businesses by 1 January 2014. The 2015 
xenophobia attacks in South Africa against other African nationals (especially 
Nigerians and Zimbabweans) and their businesses are again further evidence 
of the unfriendly reception of Nigerian entrepreneurs within the Sub-Sahara 
African region. 

The unstable and fragile nature of the Nigerian financial system poses an- 
other setback to entrepreneurial growth and sustainability in Nigeria. This is 
especially considering the existence of financial barriers such as high lending 
rates, excessive demand for mortgage-backed collaterals, high incidence of 
financial exclusion, credit rationing, and lack of protection for minority busi- 
nesses that tend to crowd out small savers and borrowers in the financial sys- 
tem (Ezeoha and Amaeshi 2010). 


Normative (Social) Context 


The normative pillar refers to “a prescriptive, evaluative, and obligatory dimen- 
sion into social life” (Scott 2008: 54), based on social interactions, social obli- 
gations and shared understanding of what is appropriate (Wicks 2001). Nor- 
mative elements are the values and social norms that define the “rules of the 
game” — that is, “what is right to do around here” (Marquis et al. 2007: 934). The 
normative frameworks set the standards for, and encourage conformity to that 
which is deemed to be acceptable corporate behaviour (Campbell 2006). 
Nigeria is a country with a rich cultural heritage. One of the main features 
of Nigeria’s distinctive culture is the importance attached to the extended fam- 
ily system. Nigerians are connected by a network of social relationships based 
on lineages and genealogical lines (Ituma and Simpson 2007). Within the kin 
system there is an emphasis on interdependence, sharing and reciprocal obli- 
gations. Here, close and not so close family members (e.g. distant cousins and 
their spouses and children) form a social network of relationships that serves 
as a form of social insurance. This network has multifaceted dimensions (e.g. 
gift giving, financial support, care for children), and is built around ethnic 
lines (Ituma and Simpson 2009). The extended family system reinforces values 
such as sharing and mutuality, adherence to social obligations and the need 
to maintain strong social and personal relations. These values and practices 
exert normative pressures toward behaviours oriented towards obligations and 
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commitments, which, to some extent, take the place of the established social 
security and welfare systems of more developed countries. 

The aforementioned normative features of the Nigerian society are found 
to exact significant influence on entrepreneurship growth and development; 
and that is essentially because of their influence in decision-making processes 
and in risk behaviours of indigenous entrepreneurs. Studies (for example Ba- 
batunde 1992; Obayan 1995) suggest that the extended family phenomenon 
could, in essence, be a barrier to entrepreneurship development. The empiri- 
cal premise of such studies is that the expectations of the extended family sys- 
tem from its members are incongruent with entrepreneurial ideals based on 
the purely economic principle of rationality and profit maximalisation. The 
Nigerian extended family system seems to encourage dependence of other 
family members on the successful member, thereby impacting negatively on 
the invested fund. This is in contrast with the case of Asian entrepreneurship, 
which thrives on familial ties (Reddings 1980), where every member of the 
family engages in productive activities, towards the actualisation of the set 
business goals. 

Further views on the impact of the normative institutional pillar in the case 
of Nigeria are captured in the undoubtedly near lack of a culture of business 
succession in the country (Onuoha 2013; Ogundele 2012), usually resulting in 
an unsustainable family business system. There is, for instance, a known his- 
tory of closure of large family business empires due to the death of the family 
heads. A good example here is the case of Alhaji Moshud Abiola, whose Con- 
cord Group (his business name) controlled the landscapes of the news media, 
airlines and communication businesses in the country up until the start of the 
1990s; the Odutola Business Empire (then controlled by two blood brothers; Al- 
haji Jimoh Odutola and Timothy Adeola Odutola), which laid the “foundation 
for modern commerce and industry in Nigeria,” but could not survive beyond 
the founders because “none of their children was interested in reviving their 
businesses”;!° the Ekene Dili Chukwu Group (owned by Chief Ilodibe), whose 
successful transport and haulage, and automobile distribution businesses sud- 
denly vanished “following the death of the super-rich patriarch.”" 

A growing level of insecurity — arising from political crisis, ethnic and reli- 
gious unrest, civil conflicts, a high crime rate, kidnapping, and armed insur- 
gence equally constitute another major threat to entrepreneurship growth in 


10 Lanre Alfred (2016), “Dwindling Fortunes of Homes of Super-Rich in Nigeria’, ThisDay 
Newspapers, 6 March. 

11 The Nations Newspaper, “Receding Fortunes of Business Empires, Special Report”, 30 Au- 
gust 2015. 
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the country. Civil conflicts and political instability have the tendency to threat- 
en the survival of the majority of entrepreneurs. This arises when conflict in- 
duces business displacements (Benassy-Quere et al. 2007), dispossesses people 
of their means of livelihood (Faria and Mauro 2009), dampens entrepreneurial 
spirit and escalates poverty by distorting the government's fiscal incentives, 
undermining human development efforts at all levels, and causing the destruc- 
tion of socioeconomic infrastructure (Wharton and Oyelere 2011; Serneels and 
Verpoorten 2015; Ezeoha and Ugwu 2015). In conflict situations, minority popu- 
lations and women are more adversely affected, leading particularly to the de- 
struction of the female entrepreneurial class. 

The Boko Haram insurgence in the country since 2009 specifically demon- 
strates how conflicts can induce business migration and cause some displace- 
ments in the development patterns of entrepreneurship. A popular Nigerian 
media outlet in 2012 described the impact on the host cities as “a systemic dis- 
tortion of existing economic patterns and structure in the Northern region” 
(Business Day, 18 April 2012). More worrisome is the destabilising impact on lo- 
cal business and entrepreneurial groups that have provided a significant plat- 
form for poverty mitigation and employment in the country. 


Cognitive (Cultural) Pillar 


The cognitive pillar refers to “shared conceptions that constitute the nature of 
social reality and the frames through which meaning is made” (Scott 2008: 57). 
A particular cognitive pillar that has influenced the pattern of entrepreneur- 
ship development in Nigeria is the gender role stereotype, which perceives 
women as the “weaker” sex. Nigeria is a masculine society and there are tradi- 
tional gender-based differences in role allocation (Udegbe 2003). Women are 
primarily defined through childcare and domestic responsibility, while men 
are viewed as breadwinners and, as such, their career development is generally 
given more priority (Chovwen 2006; Ituma and Simpson 2009). The masculine 
stereotypes may discourage some women from attempting to set up new busi- 
ness in Nigeria, because entrepreneurs are often viewed as bold, aggressive, 
calculative, risk-taking men (Abimbola et al. 2011). Gender bias is more preva- 
lent in Muslim-dominated Northern states, where women are, traditionally, 
least expected to be engaged in overt socio-economic activities. For example, 
in a good number of the Northern states, women are nearly absent in the own- 
ership of farms. In the predominantly Christian Southern states (excluding 
Lagos and a few other States in the South-West that have a relatively even dis- 
tribution by the two major religions), the proportion of female farmers ranges 
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from 24 per cent in Imo State to 82.8 per cent in Anambra State; but in the 
predominantly Islamic States in Northern Nigeria, the proportion of female 
farmers is relatively lower at 0.3 per cent in Bauchi or Jigawa State to slightly 
over 50 per cent in Katsina. See figure 7.2 below, where States in the first half of 
the graph (Adamawa to Zamfara) represents the Northern states and the other 
half (from Abia to Rivers) represents Southern states. 

Even in educational institutions, courses of studies are gender determined — 
with some courses assumed to be exclusive reserves for the women and some 
for men. Gender-related challenges are of concern, especially in light of the 
fact that competition in the business environment has no special consider- 
ation for the weakness or fragility of newcomers. It is an environment where 
those who enter are expected to have the ability to survive, and whoever is 
not able to do so should just be allowed to die off. Survival is considered only 
for the fittest, the smartest and the die-hards; where the big fish are eager and 
ready to feed on the small fish as a strategy for growth. Such features, in an en- 
vironment without adequate institutional protections, are a deterrent against 
the emergence and sustainability of female entrepreneurs. 

Other key factors that have shaped entrepreneurship development and 
sustainability in Nigeria include governance challenges, such as: bureaucratic 
corruption, ethnicity, land governance policy and policy inconsistency. A good 
example of the effect of policy inconsistency is the removal of the fuel subsidy 
in Nigeria, which is believed to have adversely affected businesses through the 
increase in the costs/prices of production inputs. The case of persistent subsi- 
dy reforms shows how unfavourable government policies can retard entrepre- 
neurship growth and survival in an oil-dependent society. Structural defects 
in the country are also reflected in prevalent multiple taxation practices — due 
to the federal structure of the country, weak tax laws and institutions, corrup- 
tion; and poor access to business finance — due to the unwillingness of lending 
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FIGURE 7.2 Percentage distribution of female farmers in some selected states in Nigeria 
SOURCE: NATIONAL BUREAU OF STATISTICS, SOCIAL STATISTICS IN NIGERIA 
2012 
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institutions to extend credits to SMEs and new ventures, high interest rates, 
and overly demand for collateral; infrastructural deficiency — bearing on bad 
road condition, erratic electricity supply, inefficient and costly transport sys- 
tem, telecommunication network problems, and similar. 


Institutionalised Strategies for Entrepreneurship Development 


A number of studies find a strong positive correlation between the soundness 
of the business environment and entrepreneurial success (Agboli and Ukae- 
gbu 2006). In the case of Southeast Nigeria, the study by Agboli and Ukaegbu 
finds that, when premised on the quality of infrastructure, access to credit, 
bureaucratic practices and regulatory policies, the business environment in 
southeast Nigeria is stressful, and so constrains the scope of entrepreneurial 
development in the area. 

The unwavering nature of the enterprise performance and business envi- 
ronment nexus has equally been anchored on the fact that whatever happens 
in that environment determines the degree of competitiveness and success of 
all enterprises (BECAN Report 2007). The importance of ensuring a stable and 
friendly environment is highlighted in the 2007 BECAN report. The report am- 
plifies that the background challenges created by lingering widespread poverty 
and unemployment in Nigeria should serve as a wake-up call for government 
to build a viable competitive private sector-led business environment capable 
of creating jobs, generating wealth, and fostering sustainable growth and pov- 
erty reduction (Ibid.). 

Another strategic effort at institutionalising entrepreneurship develop- 
ment in Nigeria and other developing nations is education. The relevance of 
entrepreneurial education is premised on the notion that entrepreneurs are 
made and not born. Bechard and Toulouse (1998) defines entrepreneurship 
education as a collection of formalised teachings that informs, trains and edu- 
cates anyone interested in business creation or small business development. 
Its central aim is “to provide students with the knowledge, skills and moti- 
vation to encourage entrepreneurial success in a variety of settings.” In the 
words of Unachukwu (2009), the whole essence of entrepreneurship educa- 
tion is to 


prepare people especially youths to be responsible and enterprising indi- 
viduals; to develop deep thoughts on entrepreneurship and consequently 


12 __http://en.wikipedia.org/wiki/Entrepreneurship_education. 
- 978-90-04-35161-5 
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contribute to economic and sustainable development of their communi- 
ties; and to encourage creative thinking and promotes a strong sense of 
self-worth and accountability. 


There has been a paradigm shift in the practice of entrepreneurship education 
in Nigeria. The shift has occurred in the following order: 


From a focus on the informal traditional apprenticeship model, which 
was the case up to the late 1970s, to a much more formalised educational 
model. 

Emphasis on technical education, which was initiated in the late 1970s, fol- 
lowing the enactment of The Federal Polytechnic laws (Decree No. 33 of 
1979 as amended by Decree No. 5 of 1993). The Decree was aimed at pro- 
ducing the middle-level manpower needed for industrial and technological 
development of the country. 

Introduction of entrepreneurial education in university and higher edu- 
cation in 2006 “to continuously foster entrepreneurship culture amongst 
students and faculty, with a view of not only educating them but to also 
support graduates of the system towards establishing and also maintain- 
ing sustainable business ventures, including but not limited to those arising 
from research.”!3 


Undoubtedly, entrepreneurial education has a number of advantages and has 
proven to be highly impactful in developing countries such as India, China, 
Brazil and other emerging economies in the world. Not only have these coun- 
tries produced domestic entrepreneurial capital, they have also recently come 
top among entrepreneurship exporting countries. This explains the presence 
of Indian and Chinese entrepreneurs in all parts of Africa and the Middle East. 
The major benefits of entrepreneurship education, especially in the area of 
resolving conventional entrepreneurial challenges, are tied to the belief that 
such a system has the capacity to induce entrepreneurial culture and under- 
standing in a wide range of individuals, enhance positive entrepreneurial be- 
haviour and personalities, instigate entrepreneurial and innovative thinking 
amongst the youth, and lay a strong foundation for the realisation of the goals 
of Nigerian education policy. 


13 This position was declared by Hajiya Uwani Yahy, the Director for Students Support Ser- 
vices Department of National Universities Commission (NUC), at a consultative meeting 
with Vice Chancellors of the nation’s universities in Abuja in February 2011. 
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Summary and Recommendation 


In most developed and emerging economies, the strength of the entrepreneur- 
ship class is the strongest propelling force for socio-economic development. 
The level of economic development is also determined by the volume of en- 
trepreneurial activities going on therein. Thus, countries that have excelled in 
employment creation and poverty reduction are those that have strategically 
invested in entrepreneurship development. In Nigeria, macro-economic en- 
trepreneurial benefits are yet to be optimised due to the hostile and chroni- 
cally problematic nature of the internal and external business environment 
in the country.!+ Business performance is still greatly constrained by institu- 
tional weaknesses such as: poor infrastructure; insecurity; weak legal structure; 
near absence of structured government supports; and poor access to external 
finance. At the micro-scale, many Nigerians lack the requisite skills and entre- 
preneurial spirit to excel. Ironically, entrepreneurial activities in the country 
have been given a significant boost by persistent economic challenges, such as 
poverty, unemployment and institutional weaknesses. While economic chal- 
lenges might have presented significant opportunities for resolute individuals 
to succeed, it is necessary to note that it is only by providing the right institu- 
tional environment for business that the country can expand its entrepreneur- 
ial scope, tap into its huge human and natural resources, and meaningfully 
and effectively fight the scourge of poverty, youth unemployment and civil 
conflicts. 

This paper has provided an institutional explanation of entrepreneurship 
development in the Nigerian context. An important implication of the analysis 
is that individuals and firms do not always take rational decisions; rather, deci- 
sions and behaviour are framed by certain presupposed expectations. These 
expectations, in turn, legitimise individual actions and determine behaviour. 
Thus, we should not think of entrepreneurship development as primarily 
driven by individual free choice, but should take into consideration the wider 
contextual factors that create opportunities and barriers for individual career 
development. Researchers should give greater attention to the interactions 
among the institutional pillars and the simultaneous influence of these pillars 
on aggregate entrepreneurship. 


14 For a commentary on the challenges against entrepreneurship development in Nigeria, 
see the Vanguard [Newspaper] article on “Entrepreneurship, Nigeria and its Operating 
Environment’, 1 August 2015 as well as The Guardian article on “Entrepreneurship Devel- 
opment in Nigeria’, 1 September 2015. 
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CHAPTER 8 


Entrepreneurship Development in Africa: Insights 
from Nigeria’s and Zimbabwe's Telecoms 


Nnamdi O. Madichie, Knowledge Mpofu and Jerry Kolo 


Introduction 


This chapter explores the challenges and opportunities for entrepreneurship 
development in Nigeria and Zimbabwe. The cross-national comparative analy- 
sis provides insights on the diverse and unique configuration of institutional 
logics that promote or constrain entrepreneurship development in these two 
sub-Saharan African (ssa) economies (Ajai 2015: 153). The contextual oppor- 
tunities and barriers in the two countries are explored by drawing from insti- 
tutional theory (Pache and Santos 2010; Smith and Lewis 2011), and using the 
telecommunications sector to highlight the issues that shape the current and 
future trends in entrepreneurship development championed by a “new gen- 
eration of African entrepreneurs” (McDade and Spring 2005). Comparatively, 
Nigeria has been covered considerably more than Zimbabwe in existing litera- 
ture on entrepreneurship development in Africa. Nigeria’s Globacom, found- 
ed by Mike Adenuga, and Econet Wireless, founded by Zimbabwean Strive 
Masiyiwa, are two case studies from the telecommunications sector led by a 
new generation of African entrepreneurs and used in this chapter to illustrate 
enterprise development (Carter and Wilton 2006a, 2006b). Both case studies 
provide critical analysis of emerging issues through compelling success stories 
of entrepreneurship initiatives despite infrastructure challenges and unstable 
economic and political landscapes experienced in the two ssa countries in 
recent years. 

The choice of countries is based on trends in the telecommunications 
sector! and trends in entrepreneurship beyond the small business sector. Fur- 
thermore, the skewed nature of entrepreneurship research in both contexts 
is evident. On the one hand, Nigeria is well reported in the entrepreneurship 
literature; Zimbabwe, on the other hand, is largely unreported. Following on 
from the country level analyses in the second section, the chapter focuses on 


1 Telkom sa is discussed under “Profile of the companies’ with a history of success in the South 
African market and several African countries (see Ajai 2015: 155). 
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The “New” Generation of African 


Entrepreneurs 
(McDade and Spring 2005; 
Goodstein and Velamuri 2009) 


Telecoms in Africa 
(ITU 2004; OBG 2015, 2016) 


Entrepreneur: Entrepreneur: 
Mike Adenuga Strive Masiyiwa 


Company: Company: 
Globacom (Glo) Econet Wireless 


FIGURE 8.1 Chapter framework 


key entrepreneurial developments in the important mobile telecoms sector. 
The chapter interrogates the entrepreneurship literature alongside trends 
in the telecoms sector in both countries. This sets the context for the case 
studies,? providing illustrations of enterprise development, starting with a pro- 
file of the entrepreneurs themselves (see Figure 8.1) — Mike Adenuga (featured 
in Forbes as the second richest man in Nigeria, behind billionaire portfolio en- 
trepreneur, Aliko Dangote) and Strive Masiyiwa (Zimbabwean Telecom tycoon 


2 Despite the limitations of the research approach in the development of the chapter, it is 
consistent with what already exists in the public domain (see Gillwald and Mureithi 2011; 
Sutherland 2011; Curwen and Whalley 2011; Curwen and Whalley, 2008; Karabag and Berggre 
2011; Majumdar 2011). For example, in developing a detailed case study on mobile operator 
roaming charges in East Africa, Gillwald and Mureithi (2011: 32) relied on “empirical evidence 
acquired through in-depth interviews and market analysis.’ According to them “[...] despite 
Zain being unable ultimately to dominate its competitors, it had a sustained disruptive effect 
on the entire market.” 
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also featured in Forbes Magazine) — before exploring the companies these en- 
trepreneurs founded, Globacom or Glo, and Econet Wireless. 


Entrepreneurship Development in Africa: Issues, Challenges and 
Opportunities 


The seminal article by Tom Forrest (1994) entitled “The advance of African 
capital: The growth of Nigerian private enterprise’, sets a good tone for Entre- 
preneurship Development in sub-Saharan Africa (ssa). The article is argu- 
ably the most extensive account of medium- and large-scale African business 
published on the topic in the 1990s. It examines the strategies and patterns 
employed by enterprises from the colonial period to the post-independence 
decade, and provides specific profiles of Nigeria’s key entrepreneurs. The study 
is not only a valuable digest of business activities, but also challenges existing 
views about ssa enterprise development (see Madichie 2016). It also raises a 
series of questions about the challenges of ssa Enterprise development — a 
topic worthy of re-examination in the current economic dispensation con- 
fronting the region. Two decades on, in 2016, the region is facing the same 
questions; notably, what role have the political conditions played in shaping 
the general conditions for accumulation (i.e. private/indigenous)? How impor- 
tant have state policies been in the formation and rate of private accumulation 
(of private capital)? Do social and economic spaces exist within which pri- 
vate enterprises are sufficiently independent of political and state control to 
allow the pursuit of private, large-scale accumulation of capital and economic 
growth and development? 

In a bid to address these questions, McDade and Spring (2005) identified 
characteristics of a supposedly “new generation” of entrepreneurs from the 
region. These authors evaluated the goals and achievements of the enterprise 
networks of these new breed of players, and conclude that, despite the limita- 
tions (especially from the political class and institutions), these entrepreneurs 
have gone on to create intra- and cross-national networks that strengthen 
private-sector-led economic growth in ssa (see McDade and Spring 2005: 17). 
As these authors point out in the interdisciplinary volume African Entrepre- 
neurship: Theory and Reality, there is a spectrum of entrepreneurs ranging from 
illiterate owners of micro-enterprises to wealthy founders of large manufactur- 
ing firms and their MBA-educated managers (see McDade and Spring 2005:18). 

The entrepreneurial landscape in ssa accommodates a multitude of micro- 
enterprises that provide marginal employment for a single individual as 
well as a small number of large corporations employing hundreds of people. 
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The configuration includes informal and formal sector businesses, traditional 
and modern, indigenous and foreign-owned enterprises geographically dis- 
persed in rural and urban areas. The characterisation of ssa businesses also 
spans a small large-scale sector and a large small-scale sector. In between is the 
medium-scale sector, which has been called the “missing middle” in the context 
of ssa (McDade and Spring 2005: 20). However, a study of modern ssa entre- 
preneurs in six countries (Botswana, Cote d'Ivoire, Ghana, Kenya, Malawi, and 
Tanzania) profiled medium-scale firms and concluded that “the middle is not 
missing” (Marsden 1990: 5). For example, it identified 5000 formally registered 
road transport companies in Tanzania, and reported that over 2000 Ghanaian 
businesses applied for loans from financial institutions where the average in- 
vestment project funded was us$1.5 million. As McDade and Spring surmised, 
“these are not micro- or small-scale enterprises.” (McDade and Spring 2005: 
20). Indigenous medium-to-large-scale formal sector enterprises are an impor- 
tant part of the entrepreneurial landscape in spite of their small percentage. 
Also, there has been the argument that this precedent was set by colonialism, 
which stifled the growth of an indigenous formal private sector; most SSA gov- 
ernments have, post-independence, continued to limit the expansion of in- 
digenous entrepreneurship. Government leaders were suspicious that a strong 
private sector comprised of their own citizens might threaten their own pow- 
ers and privileges. Hence, during the 1960s to 1980s, many SSA states stepped 
into the role of business owner. State-owned enterprises (SOEs) assumed the 
responsibility of building the infrastructure of newly independent countries 
to meet the demand for goods and services. Most SOEs were unproductive and 
failed; so, by the late 1980s, many SSA governments reverted to donor-driven 
policies that promoted private sector-led economic development.? 


3 According to McDade and Spring (2005: 21), the SOEs were sold to civil servants or business- 
men, many of whom came to be known as “business bureaucrats”, who depended on the 
patronage of governments to remain viable (Janssens-Bevernage 2002: 12). During the 1980s, 
donor mandated structural adjustment programmes (sAPs) called for economic liberalisa- 
tion to open both private and state-owned domestic firms to external competition. Most 
large firms in Africa manufacture beverages, clothing, furniture, rubber, leather products, 
plastics, soap/toiletries, pharmaceuticals, or are in construction and transportation. Many 
of these large-scale firms in Africa are owned by ethnic minorities such as Asians, Syrians/ 
Lebanese and Europeans. There are also multinational companies. Indigenous Africans own 
one-third or less of large industrial firms. The amount varies among countries. In Kenya, 
black Africans own only 3.6 per cent of large firms, whereas in Zimbabwe it is more than 30 
per cent (Ramachandran and Shah 1999). In Zimbabwe, a number of party-linked business- 
men emerged through these organisations, such as Roger Boka, Enock Kamushinda, Philip 
Chiyangwa, Supa Mandiwanzira, Strive Masiyiwa, Peter Pamire, and Chemist Siziba. They 
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However, the “new generation of African entrepreneurs” had some common 
traits — they used cell phones, laptop computers, international credit cards, 
and e-mail accounts. In the case of Nigeria, the industrial sector has, in the last 
decade, come to be dominated by small-scale enterprises that constitute 66 
per cent of industrial establishments (Singh et al. 2011: 205). The dominance of 
these small businesses is also reflected in a push for curriculum development 
tailored to the sector. Furthermore, research seems to have conflated entre- 
preneurship with small business. For example, Inegbenebor (2006: 2) posited 
that entrepreneurs of small- and medium enterprises help to “raise the level 
of productivity in the economy by harnessing and utilizing resources more 
effectively.” As champions of change and initiators of development activities, 
entrepreneurs are arguably a rare breed of people with rare abilities to iden- 
tify and exploit opportunities, as well as the capacity to improve society, while 
maximising benefits from their venturesomeness (see Inegbenebor 2006: 2). As 
Inyang & Enuoh (2009: 66) points out, 


the entrepreneurs usually start as a downtown corner shop, or business 
outfit of a family size, to grow to become a big business concern like the 
Dangotes® [...] these are well-known and successful Nigerian entrepre- 
neurs with large conglomerates or business empires under their control. 
What helps them going over the years despite obstacles, are the devel- 
opment of special skills, attitudes and behaviour, which enable them 
to preserve and perform their roles in society [...] The Nigeria entrepre- 
neurs must acquire the requisite entrepreneurial competencies through 


used their access to the state to develop significant business interests. It was at that time that 
Masiyiwa faced major obstacles when he tried to establish his own mobile phone company. 

4 For example, one study highlighted “The National Universities Commission’s 1989 Approved 
Minimum Academic Standards for teaching of courses in business schools at the under- 
graduate level has a compulsory course on Entrepreneurial Development” (see Inyang and 
Enuoh 2009: 65) in a bid to create opportunities for graduating students of business man- 
agement and related disciplines to learn entrepreneurial skills to help them venture into 
setting up businesses. The programme is also intended to assist the government in reducing 
unemployment through self-employment. The government is, therefore, heavily concerned 
about developing small-scale business operators or indigenous entrepreneurs that can as- 
sist in economic/national development — being self-employed and reducing unemployment, 
creating more employment opportunities and given the citizens a sense of self-worth and 
confidence. 

5 Referring to Alhaji Aliko Dangote, Nigerian entrepreneur and Africa’s richest man according 
to Forbes Magazine. 
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regular training and development programmes to avoid entrepreneurial 
failures in their business ventures. 


However, most entrepreneurship-related studies, and especially in the context 
of Africa, have focused mainly on the small business sector or the informal 
economy (see notable studies in Table 8.1). 

In the case of Zimbabwe, like any other country in the developing world, the 
country faces numerous constraints to enterprise development, which still lin- 
ger after almost four decades of independence. Despite the successes, particu- 
larly in the first decade after independence in 1980, the political and economic 
failures experienced in Zimbabwe from the mid-1ggos have been widely and 
largely attributed to poor governance, corrupt and ineffective leadership, lack 
of capacity, and/or unwillingness to embrace democratic institutions. This has 
been exacerbated by the challenges of political pluralism in a growing democ- 
racy and the emerging diverse institutional logic and complexity of competing 
demands of both internal and external stakeholder groups. In the following 
decades, the State strengthened its machinery in response to growing dissent. 
This was evident in different ways that included avoidance, Machiavellian 
manipulation through coercive power, creating and breaking the ‘rules of the 
game, ignoring explicit norms and values, disguising non-conformity, assault- 
ing sources of institutional pressure from political opposition and dominating 
institutional power, space and processes. However, as was noted in the context 
of Nigeria, most scholarly research on entrepreneurship in Zimbabwe has re- 
volved around small business and/or the informal economy as illustrated in 
the studies in Table 8.2. 

Nonetheless, the unpredictability of the complexities in Zimbabwe has re- 
sulted in multi-levels of distinct logics characterised by conflict over the ends, 
which have continuously been replaced by conflict over the means. Political 
conflict, corruption, poverty, and resentment are cutting deep, consequentially 
precipitating serious constraints to entrepreneurship development potential 
in Zimbabwe (and indeed across ssA). The economic narrative of the ruling 
elite has failed to offer solutions to millions of unemployed Zimbabweans for 
nearly thirty years, resulting in mass migration. Over three million have been 
displaced into the diaspora looking for economic space and opportunities in 
other countries such as South Africa, the UK and the us. Entrepreneurship 
development increasingly depends on remittances from Zimbabweans in the 
diaspora and economic space is gained through political connections (see 
Jones 2010). 

The Doing Business 2016 Report (see Table 1.1 on p. 5 of the report) ranks Mau- 
ritius at 32, which is the highest ranking for an ssa country. Rwanda is ranked 
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62, making it the second country in ssa. Then there is Botswana at 72 and 
South Africa at 73 in the rankings. In broader Africa terms (i.e. North Africa), 
Tunisia and Morocco are ranked 74th and 75th respectively. Seychelles comes 
in at 95 and is followed by Zambia at 97th. Namibia is ranked 101, Swaziland 
105, Kenya 108, and Ghana and Lesotho are jointly ranked at 114 (ahead of Brazil 
at 116). Uganda is ranked at 122 and Cape Verde at 126. Egypt comes up next at 
131 and Mozambique at 133 (recall the study by Braathen (2004) on telecom de- 
velopment in Mozambique and Zimbabwe). Zimbabwe was ranked at 155 and 
Nigeria is disappointingly ranked at 169 out 189 countries profiled. These are 
below the rankings of Ethiopia and Sierra Leone at 146 and 147, respectively. 
However, the Doing Business methodology must be interpreted with caution 
as it clearly measures trends in the SME sector: 


Since 2003 Doing Business has been publishing annual quantitative 
data on the main regulatory constraints affecting domestic small and 
medium-size enterprises throughout their life cycle. 


Doing Business, 2016: 9 


Furthermore, by measuring the “ease of starting a business” rather than “sustain- 
ing a business,” the rankings would still require some cautionary interpretation: 


This year’s report presents data for 189 economies and aggregates infor- 
mation from 10 areas of business regulation — starting a business, deal- 
ing with construction permits, getting electricity, registering property, 
getting credit, protecting minority investors, paying taxes, trading across 
borders, enforcing contracts and resolving insolvency — to develop an 
overall ease of doing business ranking. (Ibid.) 


As further justification for this chapter’s focus on telecoms, we are not only 
referring to voice calls, but also data and especially in relation to the internet 
and internet penetration. This is evidenced in the most recent Doing Business 
Report published by the World Bank, where it is clearly stated that: 


The proliferation of information and communication technologies has 
transformed how businesses operate and how they are regulated in every 
region of the world. The internet provides a new platform for delivering 
government information and services — and new opportunities for en- 
hancing the efficiency and transparency of public administration. Indeed, 
the internet is a tool that governments can use to support businesses at 
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every stage in their life cycle, whether applying for a business permit, reg- 
istering property, paying taxes or trading internationally. (Ibid.) 


The role of the information communications technology (IcT) in economic 
development is also captured in the report, with some emphasis on the role of 
the internet in actualising such processes: 


Beyond starting a business, the internet offers many opportunities for ef- 
ficiency gains in other areas of business regulation measured by Doing 
Business. Among the 189 economies covered [...] more than 80% (152 in 
total) use web-based applications to process export and import docu- 
ments. [...] Yet while the internet has the potential to promote inclusive- 
ness, reduce corruption and improve regulatory efficiency, its impact on 
the quality of domestic governance is subject to political, infrastructural, 
social and economic factors [...].§ (Ibid.: 11) 


As a departure, therefore, this chapter focuses on the telecoms sector, broadly 
defined as including voice and data. 


Contextual Opportunities and Barriers: Insights from the 
Telecoms Sector 


Mobile telecoms is a global industry that has transformed how we commu- 
nicate. Since the industry started in the early 1980s, successive technological 
generations have improved the quality of mobile communications and the 
range of products and services that can be provided through mobile devic- 
es. As markets were liberalised, foreign direct investment (FDI) emerged as a 
key factor shaping the industry’s development. Through foreign investment, 
telecoms-focused multi-national corporations (MNCs) emerged. These com- 
panies, such as Vodafone or Deutsche Telekom, invested in and developed 
mobile telecommunication markets around the globe. Various aspects of 
the growth of telecoms-focused MNCs have been explored in the literature. 
The strategies of companies from early liberalising countries (e.g. the United 
States) or small countries (e.g. Norway and Sweden) into Asia-Pacific markets 
has been explored, as have those of Asian operators like Hutchison Whampoa 


6 See also pp. 14-17 of the Doing Business Report for the praise showered on Rwanda as the 
champion for ssa. 
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or NTT DoCoMo. Largely overlooked, however, has been the liberalisation and 
internationalisation that has occurred within ssa. Although Africa liberalised 
relatively late compared to other regions, it has embraced liberalisation on the 
one hand and mobile technologies on the other. What has emerged is a com- 
plex, increasingly pan-continental market, where MNCs, often headquartered 
elsewhere, play a key role. Hoffman, in a 2006 study, highlighted the mobile 
telecom landscape in Africa, which pitched South Africa and Nigeria as key 
players. According to him (Hoffman 2006: 86): 


Africa has three dominant mobile phone operators who are active across 
the continent, South African companies [...] occupy the top two posi- 
tions [...]. Nigeria has proven to be “The growth market” in Africa for mo- 
bile telecommunications. 


Hoffman also points out that, “Vodacom’s South African rival MTN has shown 
just how important first mover advantage can be when entering a market, 
while Vodacom’s decision not to enter the market shows how costly busi- 
ness decisions are.” The experiences of both South African mobile giants have 
shown how lucrative internationalisation can be, especially when focusing on 
markets disregarded by other international players (see Hoffman 2006). Over 
the past decade, Nigeria has become the largest telecoms market in Africa 
and the Middle East, with more than 140 million active telecoms subscribers 
in 2015, according to the Nigerian Communications Commission (NCC), the 
federal telecoms regulator.’ As is the case elsewhere in frontier and emerg- 
ing markets, mobile subscribers accounted for over gg per cent of this total, 
with virtually all of that segment controlled by the country’s four GSM op- 
erators: MTN Nigeria, Airtel Nigeria, Globacom, and Etisalat Nigeria (see also 
Madichie 20114). Nigerias overall telecoms capacity is relatively high — a num- 
ber of high-capacity submarine cables come ashore in the country — but bring- 
ing this capacity into people’s homes remains a major hurdle. Despite the 
challenges, most indicators point to continued expansion. Taking into account 
the nation’s large population and solid economic fundamentals, most local 
players are counting on continued rapid telecoms uptake. In the past five years, 
Nigeria has grown into one of Africa’s largest and most vibrant markets for IcT 
products and services, with an ecosystem that ranges from software start-ups 
to infrastructure firms. According to the Federal Ministry of Communication 
Technology, the federal oversight body, the nation accounts for 29 per cent of 
all internet usage on the continent, and this figure is expected to rise. Despite 


7 Culled from Oxford Business Group (24 April 2015) A handful of mobile operators dominate. 
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the rapid pace of growth in recent years, the industry faces a host of challenges, 
including low penetration in terms of both usage and infrastructure access, 
high operating costs, and a lack of local content. Nevertheless, most Nigerian 
ICT players remain optimistic due, in part, to the significant scope for expan- 
sion in terms of potential bandwidth — thanks to a total capacity of nearly 10 
Terabytes per second (Tbps), most of it unused, through the existing subma- 
rine cables. 

According to the Oxford Business Group’s (OBG) recent report on Nigeria’s 
shifting telecoms landscape (see OBG, 22 April 2016), a new mobile operator, 
Ntel, commenced 4G LTE (i.e. Fourth Generation Long-term Evolution) ser- 
vices in Lagos and Abuja in April 2016, increasing competition in the 170 mil- 
lion population telecoms market.® Operating on the goo-MHz and 1800-MHz 
bands, Ntel is looking to challenge the four major telecoms operators in 
Nigeria — South Africa’s MTN, India’s Bharti Airtel, UAE’s Etisalat, and local 
Globacom — with the promise of internet speeds of up to 230 Megabytes per 
second (Mbps). Smile Communications, a broadband service provider, is also 
making a push into the Nigerian 4G LTE space, with particular emphasis on 
voice over LTE (VoLTE), which allows users to make calls through an applica- 
tion or VoLTE-enabled handsets. The company unveiled its network, which 
operates on the 800-MHz band, in March 2016. The entry of Ntel and Smile un- 
derscores the potential for growth in the Nigerian telecoms industry, particu- 
larly in the mobile broadband space. According to Frank Li, Managing Director 


8 However, Ntel’s entrance comes at a time when operators are grappling with slowing rev- 
enues, and looking to data coverage to improve income. Flattening average revenue per user 
(ARPU) rates are being seen throughout the African continent, as competition and regulation 
drive down tariffs for voice services. MTN Nigeria’s ARPU fell by 11.5 per cent year-on-year, for 
example, dropping to Ng94 (U$5) in the third quarter of 2015. As a result, data is becoming 
increasingly important to maintaining margins. Operators across Africa have benefited from 
the rollout of new 3G and 4G LTE networks, and Nigeria is no exception, with subscribers 
on data networks providing significantly higher revenues. According to MTN Nigeria, ARPU 
for smartphones is roughly 3.5 higher than for non-smartphones, suggesting there could be 
significant return on investment if operators develop the necessary infrastructure to support 
growing data use. 

g Ntel first announced it would be entering the market in the autumn of 2015, beginning with 
coverage in Lagos, Abuja and Port Harcourt, and eventually spreading out to smaller cities 
and towns across Nigeria. The first phase of the firm’s operations is set to begin with 800 
tower sites and is intended to grow to 2000. The company has ambitious targets, with plans 
to attract more than $ibn worth of investment by 2020 to expand its mobile broadband net- 
work, Kamar Abbas, CEO of Ntel, told local media in April. 
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of Huawei in Nigeria, “with a market of more than 170 million, the potential for 


ICT is massive and, like many other major multinational companies, it is one 
of our most important markets [...].” Although the figure includes users with 
multiple stm cards — a common trend in emerging markets — the number of 


mobile subscribers is projected to increase from 148.6 million to 229 million by 


2020, driven by growth in mobile internet. Mobile broadband users are expect- 


ed to number close to 200 million by the end of the decade, compared to just 
30-35 million at present. According to the World Bank, this trend could have 
significant economic benefits, with a doubling in the usage of mobile broad- 


band data typically resulting in a 0.5 percentage point increase in annual GDP 
per capita growth. 


According to the International Telecommunications Union (ITU) report 


“African Telecommunication Indicators 2004”, mobile telephone subscriptions 


in Africa have increased by over 1000 per cent over a five-year period during 
1998 to 2003. At the end of 2003, Africa had 51.8 million users compared to 
fixed line users which numbered 25.1 million. Market penetration is low at 
6.2 per cent but still more than fixed line, which have a market penetration 


of three per cent. Mobile usage and popularity has been the result of sector 


reform, emergence of investors (mobile phone companies), demand, and the 


licensing of new operators (Hoffman 2006: 86). In the mid-2000s, Africa had 


three dominant mobile phone operators who were active across the continent, 


South African companies MTN and Vodacom occupied the top two positions 
followed by Celtel. Nigeria has also proven to be “the growth market” in ssa 
for mobile telecoms. Indeed, the experiences of both South African mobile gi- 
ants have shown how lucrative internationalisation can be, especially when 


focusing on markets disregarded by other international players (Ibid.: 84). In- 
dia’s Bharti Airtel’s Nigerian unit, Airtel Nigeria (a telco we will revert to in the 


specific case analysis later on in this chapter) won three industry awards at 
the eighth edition of the Nigerian Telecoms Awards — as the most innovative 
telecom company, telecom brand and customer friendly operator of the year. 


As a company statement put it:!° 


10 


Airtel emerged overall best in the three categories following its enviable 
strides in charting new paths in meeting the demands and needs of its es- 
teemed stakeholders through superior brand experience, a rich portfolio 
of innovative products and services ranging from exciting voice solutions 
to inventive data packages. 


See http://www.indiaafricaconnect.in/index.php?param=news/4900/the-big-story/114. 
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Given the so-called credit crunch, the recent absence of high-value takeover 
bids comes as no great surprise, but it is again of interest that the only take- 
over bids during 2008 involving a target with assets (as against debt) worth 
over US$10 billion comprised France Télécom’s unsuccessful offer for Telia- 
Sonera and Vivendi Universal’s unsuccessful bid for Zain Africa." According 
to the Initiative for Global Development (1GD), a Washington Dc-based non- 
profit organisation that engages and harnesses the power of the private sector 
to create sustainable growth and alleviate poverty in Africa, “The top 30 [ssa 
multinationals] span industries varying from financial services and petroleum 
to telecommunications and transport.” That report also underlined the pri- 
vate sector’s pivotal role in raising living standards in emerging markets. As 
Daniel Altman, Director of Thought Leadership at Dalberg Global Develop- 
ment Advisors, put it:!8 


These homegrown multinational companies bring the best practices in 
management, operations and governance wherever they go in the Sub- 
Saharan region [...] They can professionalize markets in ways that boost 
income and employment for entire sectors. 


IGD 2011 


The entrepreneurship potential of the aforementioned “Top 30 ssa multina- 
tionals” to providing the direction of economic development is also evidenced 
by their annual rate of profit of about 30 per cent between 2006 and 2009, 
which far outpaced that of their global competitors, including Standard and 
Poor's 500 biggest us firms. According to James Mwangi, CEO and Managing 
Director of Equity Bank, Kenya, and a member of 1GD’s Frontier 100 network, 
“there is so much untapped potential in these markets-potential for revenue as 
well as opportunity to create jobs and reduce poverty [...].” He adds that: 


Partnerships are critical to achieving a company’s full potential, as Equity 
Bank’s success has shown. By using the strategies outlined in this report, 
and by thinking long-term, other companies can grow and help change 
policies that will encourage additional economic development. 


IGD 2011 


11 Zain, once again under offer during 2009 (but this time in the form of a 46 per cent stake 
in the company itself), remains unsold, as does (for now) MTN despite its active pursuit 
by Bharti Airtel. 

12 http://www.igdleaders.org/about/overview/. 

13 http://www.igdleaders.org/wp-content/uploads/IGD-Dalberg-Pioneers-on-the-Frontier 
pdf. 
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Some notable key success factors include taking time for due diligence, looking 
for the right policy environment, being conscious of cultural differences and 
seeking long-term anchor clients and partners. According to Patrick Devenish, 
Group Chief Executive, arco Africa Ltd., “expanding beyond our base in Zim- 
babwe played an important part in alco Africa’s growth and success. At the 
same time, it has benefitted millions of Africans who depend on agriculture for 
their livelihoods.” (I1GD 2011). Companies are headquartered in countries with 
significant differences in population and economic output. At the two ends 
of the spectrum are Nigeria, a Us$200 billion economy home to more than 
150 million people and almost half of the top 30 MNCs, and Mauritius, which 
has a population of fewer than 1.3 million people but boasts one of the high- 
est gross domestic products in Sub-Saharan Africa of more than Us$7,000 per 
capita.!* The top 30 MNCs span five different industries, in addition to those 
with diversified businesses whose portfolios range from construction to hotel 
chains, retail companies, and agribusinesses. Main players were in financial 
services, followed by petroleum, telecom, transport, and tourism, with an- 
nual revenues ranging from us$240 million for Kenya Commercial Bank to 
us$2.4 billion for Oando, a Nigerian-based energy company. For the purpose 
of this chapter, however, our focus is on the telecommunications sector, which 
has been reported to be amongst the top three main players in ssa’s economic 
development. 

In the case of Zimbabwe, from the 1990s, the route to success for most in- 
digenous entrepreneurs was through affiliations to organisations such as the 
Indigenous Business Development Centre (I1BDC), which was established in 
1991 with Strive Masiyiwa as Secretary General. The original indigenisation and 
empowerment vision espoused by the IBDC was not premised on the racially 
motivated asset stripping currently defining Zimbabwe's indigenisation cul- 
ture. As Raftopoulos and Compagnon (2003: 22) point out, the IBDC sought to 
fight unemployment by increasing the size of the country’s economy through 
the creation of new black businesses as opposed to “taking over existing 


14 2010 Africa Development Indicators, World Bank Group. 

15 Indeed, borrowing from McDade and Spring (2005), we describe these entrepreneurs in 
the Telecoms sector as the “new generation’, and following in the footsteps of the decade 
old seminal book by Iliffe (1983), which cited pioneers of indigenous African business 
such as Chief Alhaji Yinka Folawiyo, founder of Nigerian Green Lines shipping compa- 
ny (1979); the Dantata family in Kano (Nigeria) renowned merchants and arguably the 
wealthiest in tropical Africa (see pp. 2-3); Njenga Karume, a Kenyan who in 1974 was 
Director of 36 firms as well as a shoe manufacturing company that challenged multina- 
tionals in his native, Kenya; and Senegalese billionaire Alhaji Momar Sourang. See Iliffe, J. 
(1983). Emergence of African Capitalism. London: The MacMillan Press. 
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companies owned by Whites”. However, over time, the IBDc changed course 
as a result of factionalism engineered by zanu PF-aligned politicians-cum 
businessmen,'® who were more concerned with getting rich overnight. This is 
consistent with Sandbrook’s (1985: 72) characterisation of the African political 
elite’s aspiration to become a bourgeoisie as “an opportunistic exploitation of 
insider privileges |...] not the development of the classic risk-taking entrepre- 
neurial behaviour”! In other words, many black businessmen were too risk 
averse to startup “hard-core” capitalist projects or ventures that would bring 
about sustainable development in ssa. Ironically, in 1992, Jonathan Moyo, now 
a key member of the government implementing the indigenisation regula- 
tions supporting this class, implored the emergent African petit-bourgeoisie 
to strive to become “hard-core capitalists” creating wealth for the benefit of 
future generations instead of being “phony capitalists” content with merely re- 
tailing goods produced by others (see Moyo 1992: 323). However, not all entre- 
preneurs are phony capitalists as some have succeeded despite of the political 
constraints. For example, in one study entitled “Resisting Political Corruption: 
Econet Wireless Zimbabwe’, Velamuri (2007) highlighted the plight of one of the 
entrepreneurs profiled in this chapter, Strive Masiyiwa, as he sought to create 
Econet. This is also instructive in the light of the study by Jones (2010) entitled 
“The Rise of the Kukiya-kiya Economy 2000-2008’, in which the author himself 
described it as “[...] a new logic of economic action in post-2000 Zimbabwe.” 
Evidently, there is a story that develops over a 15-year period between 1993 and 
2008, characterising the challenges of private sector (entrepreneurship) devel- 
opment in Zimbabwe Davies, 2004; Raftopoulous, 1996, 2000; Devarajan, East- 
erly, & Pack. 2001; Maphosa, 1998) and, by extension, ssA McCormick, D. (1999; 
Madichie, 2009, 2010). As Velamuri points out: 


16 By1994, 1BDC had extracted some access rights from the state such as a quota for building 
contracts, but its internal dynamics gave rise to a more militant groups such as the Af- 
firmative Action Group (AAG), which was chaired by Philip Chiyangwa. The state funded 
both organisations, although it later complained about accountability. 

17 As picked up from a separate study, Zimbabweans are not opposed to indigenisation per 
se, but they want the process to be carried out in a rational and fair manner to avoid a 
situation where the initiative is hijacked to benefit a privileged few. ZANU PF’s militarised 
patronage system under the guise of indigenisation provides a perfect opportunity to 
well-connected members of the Zimbabwean ruling party-state complex to become rich 
overnight. Indications so far are that the implementation of the empowerment policy 
is vindictive and lacks transparency. The fast-track indigenisation programme across all 
sectors of Zimbabwe's economy is likely to have a knock-on negative effect on economic 
growth and poverty alleviation. In the long runs it can be argued that patronage politics 
are both economically and financially unsustainable as they run against the very basic 
notions of wealth creation meant to alleviate poverty and redistribute wealth. Current 
indigenisation policies in Zimbabwe seem to continue that trend. 
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This case study documents the story of Zimbabwean Entrepreneur Strive 
Masiyiwa in his quest to obtain a mobile telecommunications license. 
First the Post and Telecommunications Corporation of Zimbabwe (PTC) 
and then the Ministry of Information, Post and Telecommunications of 
the government of President Robert Mugabe place obstacle after obstacle 
in his path, but Masiyiwa challenges their decisions and actions in the 
High Court and the Supreme Court. Throughout this five-year process 
(1993-1998), he remains determined to obtain the license through ethi- 
cal means. A number of individuals and organisations impressed by his 
values come to his help and this assistance, along with the independence 
of the Judiciary, is instrumental in his firm being given the license in July 
1998. The case represents an in-depth study of a successful example of 
resistance to political corruption (2003). 


The above quote leads us to our next area of focus in this chapter — a critical 
evaluation of opportunities and barriers of mobile telecoms as an economic 
development tool in ssa. 


Critical Analysis of Emerging Issues: Introduction to the 
Case Studies!® 


The opportunities and barriers of mobile telecoms in Africa are taken from 
Forbes. After several years of steady growth in Africa, some sectors of the econ- 
omy recently started to stagnate. Lower prices for oil and other commodities 
led to a smaller number of African billionaires than a year ago in Forbes’ new 
list of Africa’s 50 Richest — 23 billionaires in 2015, down from 28 in 2014 As 
a group, the continent's wealthiest 50 are worth us$95.6 billion, a decline of 
us$15 billion from a year ago. Aliko Dangote of Nigeria retains his spot as num- 
ber one richest African for the fifth year in a row, but his us$16.7 billion net 
worth is nearly Us$5 billion lower than a year ago, a result of a drop in the stock 


18 We exclude South Africa for a number of reasons. First, it is widely reported on. Second, 
it dominates the southern African sub-region. Third, it is no longer the #1 economy in ssa 
(Nigeria has taken over). Fourth, it is home to Africa’s #1 Telco, MTN. Forbes points out in 
its “Africa’s 50 Richest 2015: South African Tycoons Overtake Nigerians Amid Economic 
Weakness” that “South Africans made the best showing on the Africa’s richest list this 
year, occupying 16 spots, up from u last years. Nigerians had a smaller representation, 
with 10 members of the list, down from 13. Eight members hail from Morocco, 7 from 
Egypt, 3 from Tanzania and 3 from Kenya. There was one each from Algeria, Angola and 
Uganda.” [Forbes, 18 November 2015]. 
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price of his Dangote Cement and a weaker Nigerian currency. The methodol- 
ogy of the report clearly indicates the profiling of leading entrepreneurs in the 
continent:!9 


Our list tracks the wealth of African citizens who reside on the conti- 
nent, thus excluding Sudanese-born billionaire Mo Ibrahim, who is a U.K. 
citizen, and billionaire London resident Mohamed Al-Fayed, an Egyptian 
citizen. We calculated networths using stock prices and currency ex- 
change rates from the close of business on Friday, November 13 [2015]. 
To value privately-held businesses, we couple estimates of revenues or 
profits with prevailing price-to-sales or price-to-earnings ratios for simi- 
lar public companies. 


Forbes also reports in its most recent publication that “seven members of the 
2014 list dropped off, including mining mogul Desmond Sacco of South Africa 
and telecom tycoon Strive Masiyiwa of Zimbabwe.” (Forbes, 18 November 
2015). The minimum net worth required to make the list this year was US$330 
million, down from uUs$510 million in 2013. 


The Entrepreneurs Unravelled 


Mike Adenuga 
Dr. Michael Adeniyi Ishola Adenuga Jr. (CON) was born in 1953, in the ancient 
city of Ibadan, to Chief Mike Adenuga Senior (his father) a school teacher and 
the mother, Chief Mrs. Onyindamola Adenuga, a successful businesswoman 
in Ibadan. It is argued that Mike was influenced by his late mother’s business 
acumen (see Keluro 2011). He attended the famous Ibadan Grammar School, in 
Oyo State in Southwest Nigeria. He studied Business Administration at North- 
western State University in the United States and went on to earn a Master’s 
degree at Pace University, New York, majoring in Business Administration with 
emphasis on Marketing. He is also reported to have worked as a taxi driver to 
support himself while undertaking his MBA in New York. He returned to Nige- 
ria and made his first fortune trading lace and Coca-Cola. Along the way, he 
made friends with Nigerian military bigwigs who awarded him lucrative state 


19 Forbes (18 November 2015) Africas 50 Richest 2015: South African Tycoons Overtake 
Nigerians Amid Economic Weakness. Retrieved from: http://www.forbes.com/sites/ 
kerryadolan/2015 /11/18/africas-50-richest-2015-south-african-tycoons-overtake-nigerians- 
amid-economic-weakness/#51b20f2772d7. 
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contracts, which turned out to be the foundation of his fortune.?° At 63 years 
of age, Mike Adenuga is the second richest man in Nigeria, with a fortune cur- 
rently estimated by Forbes at Us$4.2 billion.?! He built his fortune in telecom 
and oil production. Reports show that Mike Adenuga oversees what is gener- 
ally regarded as one of the continent’s largest business empires comprising oil 
and gas, telecoms, aviation, banking, and real estate. In each of these sectors, 
Adenuga has moulded his companies into major, if not dominant, players. In 
the oil and gas sector, for instance, Conoil Plc is one of the largest and most 
profitable oil marketing companies in Nigeria. His exploration outfit, Conoil 
Producing, operates six oil blocks in the Niger Delta. Conoil Producing, the 
downstream arm of the conglomerate, made history by becoming the first Ni- 
gerian company to strike oil and produce it in commercial quantity in 1991. He 
also owns real estate firm Proline Investments, which has hundreds of proper- 
ties across Nigeria. In the banking sector, Equatorial Trust Bank (ETB) was one 
of the few banks that effortlessly met the N25 billion capital requirement dur- 
ing the 2005 banking consolidation exercise without going to the stock market 
and by merging with Devcom Bank, which was also owned by Adenuga. In 
2015, ETB merged with Sterling Bank. 

In telecoms, his mobile phone network, Globacom (or Glo), is the second 
largest operator in Nigeria with 32 million subscribers. It also has operations in 
Ghana and the Republic of Benin. A higher estimate of Glo’s revenues led Forbes 
to increase the value assigned to it. Glo is not only the most innovative network 
in Nigeria, it also, in its first year of operation, became the fastest growing in 
Africa and the Middle East, with operations in Nigeria, Ghana, Benin Republic, 
Senegal, Gambia, and Cote d'Ivoire. Adenuga also has a multi-billion-dollar in- 
vestment in real estate. These companies provide direct employment to thou- 
sands of workers and millions of others indirectly. Glo also has operations in 
Ghana and the Republic of Benin. A higher estimate of Globacom’s revenues 
led Forbes to increase the value assigned to it. His latest achievement has been 
the laying of an international submarine cable, Glo-1, which has gigantic capac- 
ity, directly from Africa to Europe and America. The fibre optic cable provides 
excess bandwidth to all the cities connected to the cable, and has led to a much 
faster and robust connectivity for voice, data, and video. The name Adenuga 
means different things to different people. A husband, father, team leader, role 
model, an entrepreneur par excellence! Though he has made giant strides in 
several business categories, Nigerians would probably remember him more for 
his timely intervention in the telecommunications arena, where he seems to 


20 Forbes (no date) Profile: Mike Adenuga. Retrieved from: http://www.forbes.com/profile/ 
mike-adenuga/. 
21 Ibid. 
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hold the aces that determine the pace of play. Globacom’s historic introduc- 
tion of Per Second Billing was the first time any network had launched on the 
billing platform. His network also pioneered such revolutionary products as 
Blackberry, vehicle tracking, mobile internet, and mobile banking services in 
Nigeria. 

Mike Adenuga is undoubtedly one of the most recognisable names on the 
African continent. He has been described as “a quintessential businessman 
who has made his mark so distinctly that world leaders speak glowingly about 
him.”2? In recognition of his accomplishments in business and outstanding 
contributions to the economic growth of Nigeria, he was awarded an honor- 
ary doctorate degree by the Ogun State University. He was also honoured by 
the Federal Republic of Nigeria with the National Awards of the Officer of the 
Order of the Niger (00N) and later with the award of Commander of the Order 
of the Niger (con). During Nigeria’s 50th anniversary celebrations, Adenuga 
was one of the 50 pre-eminent Nigerians who were conferred with the Special 
Golden Jubilee Independence Anniversary Awards by the Federal Government 
of Nigeria. Among his awards was the national honour of Grand Commander 
of Niger (GcoNn). As Chairman of the revered Mike Adenuga Group, an en- 
tity that has been described as “probably the biggest business empire in Af- 
rica,” which can “fittingly be summed up as the story of African enterprise.’23 
Adenuga has won numerous awards in recognition of his personal and busi- 
ness accomplishments, including the African Telecoms Entrepreneur of the 
year for his courageous and rapid investment in the telecoms sector. Finally, 
Adenuga is rarely out of the news on account of several patriotic initiatives. 
Glo is also the biggest supporter of football in Africa and has raised the profile 
of football in Nigeria and Ghana with the sponsorship of the English Premier 
League and national football teams. It has spent over N6 billion on Nige- 
rian football and has also transformed the annual Confederation of African 
Football (CAF) Awards and made it the most glamorous sports event on the 
continent. In addition, Glo sponsors the CNN Inside Africa programme as well 
as Manchester United Football Club in England. 


22 See News of the People. Retrieved from: http://www.newsofthepeople-ng.com/mike 
-adenuga-complete-story-of-the-new-grand-commander-of-business/. 

23 Adenuga’s nomination was as a result of his immense contributions to the growth of oil 
and gas, banking, and the telecoms industries in the country. Press briefings praised him 
for having re-invented the country’s telecoms industry. He is also a highly respected entre- 
preneur and one of the biggest employers in the country. In the last two decades, he has 
established a pedigree as a well-focused and prudent manager of people and resources, 
with an uncanny ability to successfully transform ideas and dormant businesses to highly 
viable enterprises (Ibid). 
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BOX 8.1 AWARDS AND RECOGNITIONS 


2007 — African Entrepreneur of The Year at the maiden African Tele- 
coms Awards (ATA) on August 15, 2007. 

2007 — Named African Entrepreneur of The Year at the maiden African 
Telecoms Awards (ATA) on 15 August 2007 (see Keluro, 2011). 

2010 — Voted Nigeria’s Most Outstanding Business Personality in the 
last 50 years. 

In an online poll conducted by This Day, he polled 4272 votes to edge 
out the Chairman, Dangote Group, Alhaji Aliko Dangote who scored 
4156. Founder of Diamond Bank, Mr Pascal Dozie, polled 3316, Oloro- 
gun Michael Ibru got 3073 while the Chairman, First City Monument 
Bank, Otunba Subomi Balogun polled 2801. 

2009 — Adenuga won the coveted Silverbird Man of the Year Award, 
polling over 75% of the votes cast to edge out other eminent person- 
alities such as the Governor of Central Bank of Nigeria, Mallam Sa- 
nusi Lamido Sanusi, Foreign Affairs Minister, Odein Ajumogobia, and 
the Akwa Ibom State Governor, Godswill Akpabio, among others. The 
annual award is facilitated by Silverbird Communications, owners of 
Silverbird Tv and Rhythm 93.7 FM. Similarly, several other media or- 
ganisations have also honoured the Globacom Chairman with their 
Man of the Year Award within the last few years. 

CAF has awarded Adenuga, the Pillar of Football in Africa for his strong 
support for African Football at both national and continental levels. At 
the 2nd edition of the Glo-car Awards held in Ghana, former Presi- 
dent John Kufour declared Adenuga Africa’s No.1 Businessman for his 
promotion of the continent through his business empire. 

2016 — Nigerian Vanguard African Business Man of the Year Award 
(Osuagwu, 2016). 


Strive Masiyiwa 
Born in 1961 in Southern Rhodesia (now Zimbabwe), Strive Masiyiwa repre- 
sents a great success story of one of the most prominent Zimbabwean entre- 
preneurs. Described as a visionary leader, entrepreneur, and philanthropist 
Masiyiwa attended primary school in Zambia and completed his secondary 
in Scotland. He went on to obtain a degree in Electrical Engineering in Wales 
before returning to Zimbabwe in 1984. After working briefly as a telecoms en- 
gineer for the state-owned telephone company, he quit his job and set up his 
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own company, Econet Wireless.24+ However, this was not without obstacles, 
with numerous court battles initially blocking the venture take-off (see Vel- 
amuri 2007). Masiyiwa spotted an opportunity in the global rise of cell phone 
usage, but the government, which had a monopoly in telecommunications, 
thwarted his plans and refused to grant him a business licence. Masiyiwa ap- 
pealed to the Constitutional Court of Zimbabwe, on the basis that the refusal 
constituted a violation of “freedom of expression”. After a five-year legal battle, 
which took him to the brink of bankruptcy, the Zimbabwean court ruled in his 
favour. 

In spite of these issues, Masiyiwa has won numerous accolades (see Box 8.1 
for a summary) and gained international recognition for his business expertise 
and philanthropy. Moreover, he is considered one of Africa’s most generous 
humanitarians and is generally recognised as one of the most prolific philan- 
thropists to ever come out of Africa. 


BOX 8.2 SUMMARY OF MASIYIWA’S HONOURS AND 
AWARDS (2016) 


1990 — Zimbabwean Businessman of the Year Award (youngest ever 
recipient of the award) 

1998 — Zimbabwean Manager and Entrepreneur of the Year Award. 
1999 — Junior Chamber International (Jc1) — Ten Most Outstanding 
Young Persons of the World 

2002 — Times Global Business Influentials List. 

2003 — CNN/Time magazine Poll — 15 Global Influentials of the Year. 
2010 — Builder of the Modern Africa Award 

2011 — Forbes Magazine — 20 Most Powerful Business People in African 
Business. 

2011 — Times of London — 25 Leaders of Africa’s Renaissance Award. 
2012 — Invited by President Barack Obama to attend G-8 Summit at 
Camp David, usa. 

2014 — Fortune Magazine — 50 most influential leaders in the world 
2015 — Forbes Magazine — 10 Most Powerful Men in Africa list for 2015. 
2015 — African Business Awards — Lifetime Achievement Award. 

2015 — Brand Africa Awards — Lifetime Achievement Award. 

2015 — Freedom Award — International Rescue Committee. 


24 The company he created is known to have operations and investments in more than 20 
countries, including the UK, Us, Latin America, New Zealand, United Arab Emirates, and 
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He reportedly used his own family fortune to build one of the largest support 
programmes for educating orphans in ssa. Masiyiwa is also involved in sup- 
porting a diverse range of health issues including campaigns against HIV/AIDS, 
cervical cancer, malnutrition and, more recently, Ebola. He is an avid environ- 
mentalist and together with Sir Richard Branson founded the environmental 
group, the Carbon War Room. Masiyiwa recently took over the chairmanship 
of AGRA, an organisation that supports Africa’s smallholder farmers, a posi- 
tion previously held by the former UN secretary general, Kofi Annan. Masiyiwa 
is also co-chair of Grow Africa, the investment forum for Africa’s agriculture, 
which has helped mobilise over Us$15 billion in investments for African agri- 
culture. He has used his wealth to provide scholarships to over 100,000 young 
Africans over the past 20 years through his family foundation, as well as provid- 
ing support for over 40,000 orphans with educational initiatives, in addition 
to sponsoring students at universities in the Us, UK and China. Masiyiwa also 
funds initiatives in public health and agriculture across the African continent. 
He is a member of the Bill Gates and Warren Buffett, initiative known as the 
Giving Pledge. Forbes Magazine puts Masiyiwa’s personal wealth at us$600 
million. Ventures Africa recently estimated Masiyiwa to be worth over us$1.4 
billion. 


The Companies 


Globacom (Glo) Nigeria 
Globacom is Nigeria’s second largest mobile phone network after South Af- 
rica’s MTN.?5 Globacom Limited (or Glo) is a Nigerian multinational telecom- 
munications company headquartered in Lagos, Nigeria. Glo is a privately 
owned telecommunications carrier that started operations on 29 August 2003. 


China. Masiyiwa also has interests in the us having partnered with one of America’s lead- 
ing telecoms entrepreneurs, John Stanton, in a venture called Trilogy International Part- 
ners, which built New Zealand’s third mobile network operator, 2 Degrees. Masiyiwa’s 
investment in Seattle-based Trilogy International has also helped him secure interests 
as an investor in businesses in Bolivia and the Dominican Republic. Masiyiwa also has a 
controlling interest in a company based in Vermont, usa, which manufacture nano-fibre 
carbon products, called Seldon Technologies. One of Masiyiwa’s most successful ventures 
is the London-based privately held Liquid Telecom Group, Africa’s largest satellite and 
fibre optic business spanning over 14 countries. 

25 According to Forbes’ estimates, Mike Adenuga, who is worth us$5.1 billion, made his for- 
tune in mobile telecoms, banking, and oil. Globacom Limited is headquartered at Mike 
Adenuga Towers, 1, Mike Adenuga Close, Off Adeola Odeku Street, Victoria Island, La- 
gos. Nigeria. See Globacom’s Official Website online at: http://www.gloworld.com/ng/ 
about-us/. 
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In 2016, the company operates in four countries in West Africa, namely Nigeria, 
Republic of Benin, Ghana, and Côte d'Ivoire (Efem 2008). As of June 2009, the 
company has employed more than 2,500 people worldwide. Glo has an esti- 
mated 25 million subscribers (June 2009) and it is entirely Nigerian owned. Glo 
Gateway (a subsidiary of Glo arising out of an expansion programme in 2008) 
is the International Wholesale Voice and Data Exchange Trading Business 
Unit, which now covers 140 countries under its roaming services, and is cur- 
rently connected to 235 networks.?® Since 2008, the growth in Glo’s data roam- 
ing for mobile phones, laptops, and BlackBerry handsets?’ has now spread to 
72 networks in 29 countries (see Remmy 2008), thus making Glo the largest 
roaming coverage for voice and data in ssA.?8 Glo has two strategic business 
units, Glo Mobile and Glo Gateway as well as the Glo-1 submarine cable. In its 
first year of operation, Glo Mobile, a subsidiary of Glo and its Mobile Network 
Unit, had one million subscribers in over 87 towns in Nigeria, and over N120 
billion in revenues (Anon 2009). Glo Mobile has now spread to other African 
countries, namely Benin (Efem 2008) and Ghana (Remmy 2008). In August 
2003, Glo Mobile was launched in Nigeria. Although Glo Mobile was the fourth 
GSM operator to launch in Nigeria, within seven years of the company’s opera- 
tion, its subscriber base had grown to over 25 million.?9 Glo Mobile is credited 
with pioneering lower tariffs and the introduction of Per Second billing (which 
charges subscribers for the exact airtime used) alongside other value-added 
services such as MMS (Multimedia Messaging Service; see e.g. Madichie 20114). 
Others include Glo Magic Plus news and information, vehicle tracking, musical 
ring-back tones, and mobile banking. In 2009, Glo Mobile launched Blackberry 
prepaid services giving subscribers options to pay daily, weekly, or monthly for 
the service including free Yahoo mail access and free Blackberry messenger 
services. The company also launched 3G High Speed Internet services through 
the sale of its 3G modem. Glo Mobile 3G network is available in Lagos, Abuja, 
Benin, and Port Harcourt. Glo Mobile internet service was also launched to 
provide subscribers with high speed access to all popular internet sites which 
have been customised for mobile phone browsing. 

In 2005, Glo Mobile introduced the Glo Fleet Manager, a comprehensive ve- 
hicle tracking solution. Glo Fleet Manager helps transporters/fleet operators 
manage their fleet. Glo Gateway recently acquired a licence in Côte d'Ivoire. 


26 See Nweke, Remmy. “eReadiness: Nigeria ranks 94”. Daily Champion, 25 June 2008. 
27 In bis analysis of the distribution strategies of Blackberry handsets in Nigeria, Uzo (2015: 
216), pointed out that GSM operators such as MTN, Airtel (formerly Econet), Etisalat, and 
Glo Mobile should be cautiously courted. 
28  “Globacom leads Africa, Middle East mobile market with 5.8m subscribers”. rr News, 
(http://www.itnewsafrica.com/?p=29). 
29 AllAfrica. Retrieved from: http://allafrica.com/stories/200609140507.html. 
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As a part of Glo’s service offering, Glo Broad Access was launched on 24 No- 
vember 2009, offering landline telephones, broadband internet, and video, 
all on a single digital wire line. Glo built a Us$800 million high-capacity fibre 
optic cable known as Glo-1, a submarine cable from the United Kingdom to 
Nigeria. In May 2008, Glo acquired an operating licence through its Glo Mobile 
division in Ghana and plans to capture 30 per cent of the current u million 
subscriber market within 18 months of launch. The telco also plans to achieve 
this goal by launching bundled voice and internet services for Ghana and by 
specifically targeting “un-serviced” areas outside Ghana’s two major cities, Ac- 
cra and Kumasi. Glo Mobile was set to launch in Ghana in the first quarter of 
2010. This has, however, was postponed to the third quarter of 2011, and again 
to 2012. In June 2008, Glo Mobile was launched in Benin. Glo Mobile demon- 
strated an unprecedented growth through the sale of 600,000 sIM cards in the 
first ten days of operation. In October 2009, Glo acquired submarine cable 
landing rights and International Gateway Services in Côte d'Ivoire. On 8 April 
201, Glo launched the sub-marine optical fibre Glo-, one part of its maiden 
operation in Ghana, to usher in another major player in the Ghana telecom- 
munication industry.?° Glo-1 is the first successful submarine cable from the 
United Kingdom to Nigeria, and Glo is reportedly the first individual African 
company to embark on such a project. Glo-1 has the potential to provide high 
speed internet services and faster, more reliable, and cheaper telecom services. 
Glo-1 will potentially facilitate foreign investment and employment opportuni- 
ties especially to Africans. The 9,800-km-long cable originates from Bude*! in 
the UK and is laid from this location to Alpha Beach in Lagos, where it will have 
its landing station. Glo-1 will also improve teleconferencing, distance learning, 
disaster recovery and telemedicine among several other benefits for Nigerians 
and the people of West Africa. 


Econet Wireless 
Founded in 1993 in Zimbabwe by Strive Masiyiwa, Econet Wireless is a diversi- 
fied telecoms group with operations and investments in Africa, Europe, South 
America, and the East Asia Pacific Rim. It provides products and services in 
the core areas of mobile and fixed telephony services, broadband, satellite, fi- 
bre optical networks, and mobile payments. Econet’s other activities include 
enterprise networks, financial services, renewable energy, and solar-powered 
solutions (Solarway Industries). By 1998, Econet Wireless Zimbabwe had its 
first mobile phone subscribers and was listed on the local stock exchange. 
Within a few years it was the second largest company in the country. In 2000, 


30 InJanuary 2012, Glo Ghana launched the “Reserve your number” campaign, but still with- 
out opening the network. 
31 A seaside town in Cornwall, UK. 
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Masiyiwa moved to South Africa and founded the Econet Wireless Group, an 
organisation entirely separate from the Zimbabwean company with partners 
in Botswana, Kenya, Lesotho, Nigeria, Rwanda, and Burundi. He has interests 
in mobile phone operations in more than 20 countries on several continents. 
Some of the key businesses that he established with partners include Econet 
Wireless International, Econet Wireless Global, Mascom Wireless Botswana, 
Econet Wireless Nigeria (now Airtel Nigeria), Econet Satellite Services, Lesotho 
Telecom, Econet Wireless Burundi, Rwanda Telecom, Econet Wireless South 
Africa, Solarway, and Transaction Processing Systems (TPS). Masiyiwa also has 
interests in mobile operations in New Zealand, Bolivia, and the Dominican 
Republic. 


Summary, Conclusions and Implications 


The main focus of this chapter has been to highlight the current state and 
challenges of enterprise development in ssa from the standpoint of two en- 
trepreneurial ventures in a sector that has a key role to play in the region’s eco- 
nomic development, ie. the telecoms sector. Two divergent markets — Nigeria 
and Zimbabwe - were used as case studies. In the first case, the literature on 
entrepreneurship or enterprise development in Nigeria is replete (Abereijo, 
2015; Abubakar, 2015; Abimbola, & Agboola, 2011; Alarape, 2009; Aderemi et al., 
2008). However, the same cannot be said of the under-researched Zimbabwe- 
an context. In both cases, the focus of entrepreneurship research has been pri- 
marily on the sME sector, as highlighted in Tables 8.1 and 8.2. By extending 
the entrepreneurship discourse to the large business sector, epitomised by the 
two telecom giants in this chapter,?? it is possible to argue that the value of 
this chapter lies in its ability to explore the less known from the context of the 
well-known. 

As demonstrated in this chapter, the entrepreneurial landscape is fraught 
with challenges, which are, more often than not, institutional in their configu- 
ration. Whether it is Nigeria or Zimbabwe, economic environment is largely 
dictated by the political ruling class — the latter dictating the pace and scope of 
enterprise development. In the case of Zimbabwe for instance, the ruling po- 
litical party, ZANU-PF, reportedly abandoned its pre-independence revolution- 
ary promises of fundamental structural change (while retaining the rhetoric) in 
favour of a pragmatic accommodation of the capitalist sector, at the same time 
implementing a welfare social policy and boosting the peasant economy with 


32 Similar to the methodology adopted for this chapter, Ajai (2015) adopted a case study 
approach in his investigation of African firms from South Africa and Nigeria examining 
other ssa markets such as Nigeria, Kenya and Ghana. 
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subsidies and infrastructural development (Government of Zimbabwe, 20072, 
2007), 2009, 2010, 2011a, 201b). This paved the way for a complex network of 
patrons and clients mediating the allocation of scarce resources. This “neo- 
patrimonial” process meant that the reciprocal needs and expectations of in- 
dividuals, corporate entities, and the state are asymmetrically negotiated, with 
businesses needing to be close to powerful politicians in order to create and 
protect their investments. This practice seems common across ssa. As Hand- 
ley (2008: 5) pointed out, “in Zimbabwe and other African countries, it is gen- 
erally easy for a clique of state-based elites to promulgate policies furthering 
their own interests.” In the specific case of Zimbabwe, the regime attempted to 
establish a new business class by issuing foreign currency licences to aspiring 
black businesses (what can be described as aggressive indigenisation). How- 
ever, anyone obtaining licences could charge a massive premium merely by 
“selling” them to established businesses — without the attendant costs or other 
business risks. This ultimately led to the development of a class of “briefcase 
businessmen” hustling for the “best bidder” and reaping enormous returns in 
the process — thus bringing about an elite of political businessmen whose po- 
sitions and profits depended, not on productivity, but on connections to the 
ruling Party and other political connections (Otieno 2009).3% 

Going forward, there is urgent need to establish a dynamic balance of the 
diverse institutional logics with a view to redefining an effective turnaround 
strategy for sustainable entrepreneurship development in ssa. There remains 
an urgent need to support, and not vilify, the observed entrepreneurial initia- 
tives of not just small firms, but also medium to large enterprises, and espe- 
cially indigenous enterprises with the potential to bring about an economic 
transformation of the region. It is also evident that the telecoms sector has 
far-reaching implications for other sectors, such as the financial institutions 
(micro-finance houses, banks, and mobile-payment firms), media and enter- 
tainment, as well as the agricultural sectors that have been identified as ssa’s 
new frontiers for economic development. 


33 At the other end of the spectrum, a challenge to the regime coalesced around the Zim- 
babwe Congress of Trade Unions (ZCTU). Created in 1980 by the state, the zCTU was es- 
sentially a department of zANU headed by Mugabe’s brother, but by 1989, it had achieved 
some independence with Morgan Tsvangirai as its General Secretary. The zcTu became 
instrumental in the formation of the National Constitutional Assembly in 1997 and then 
the Movement for Democratic Change (MDC) in 1999. The MDC was able to aggregate a 
disparate range of forces opposed to ZANU-PF: workers, students, middle-class urbanites, 
white commercial farmers and, combining the financial resources of both urban black 
and rural white capital with the numerical strength of the working class, mounted a sig- 
nificant challenge to the monopoly on power that ZANU-PF had enjoyed for 20 years. 
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CHAPTER 9 
The Development of Entrepreneurship in Sudan 


Yagoub Ali Gangi and Hesham E. Mohammed 


Introduction 


Entrepreneurship is one of the important driving forces for an economy. It 
can generate job opportunities, invent technology, introduce new products, 
enhance economic growth and promote socio-economic development for 
countries (Gangi and Timan 2013; Gangi 2015). Countries with an improved 
entrepreneurial ecosystem and a high level of entrepreneurial activity tend 
to be economically developed and their people are socio-economically well 
off. Consequently, many developed countries throughout the globe have rec- 
ognised the importance of entrepreneurship and made efforts in this regard, 
including allocating significant resources for its development. As part of these 
efforts, many studies have been carried out to identify the state of entrepre- 
neurship in those countries and determine the main factors that contribute 
to their development. However, the case in developing countries is somehow 
different. Few countries have realised the importance of entrepreneurship for 
their economy. Therefore, few studies have been undertaken to examine the 
state of entrepreneurship development and its driving forces in those coun- 
tries. As is the case in most developing countries, studies on entrepreneurship 
development in Sudan are rare. Moreover, Sudan is not covered by the Global 
Entrepreneurship Monitor (GEM) reports. As a result, there is no adequate in- 
formation about entrepreneurial activities in Sudan and there is a literature 
gap in this field of study. 

The little evidence available about the state of entrepreneurship in Sudan 
indicates that Sudan is entrepreneurially underdeveloped. A study undertaken 
by Gangi and Timan (2013) has indicated that the entrepreneurial environ- 
ment is poor and suffers from various weaknesses. Moreover, the World Bank’s 
Doing Business reports ranked Sudan at the bottom of the listed countries. 
Indeed, different studies undertaken by the World Bank reveal that entre- 
preneurial activities are very low compared to other countries in the region 
(World Bank 2015). The main objective of the present chapter is to explore 
the state of entrepreneurship in Sudan. Moreover, it aims to examine the role 
of national factors in shaping and constraining the entrepreneurship state in 
Sudan. 
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Background on the Sudanese Economy 


Sudan is a lower-middle-income country with a gross domestic product (GDP) 
per capita income of about $us 1500 and, in 2015, a total population of 39 mil- 
lion, with an average annual population growth rate of about 3 per cent. This 
high population growth rate has resulted in a relatively young population and 
a high proportion of the labour force being of a productive working age. An 
average of about 55 per cent of the total population are between the ages of 15 
and 64 years, and creating enough jobs for them is a major challenge (African 
Economic Outlook 2015). Moreover, about 66 per cent of the total population 
lives in rural areas with little access to quality education and health services. 
Thus, a large proportion of Sudanese suffer from illiteracy, poverty, unemploy- 
ment, high mortality at birth and low life expectancy. These factors have result- 
ed in Sudan been ranked very low in terms of human development indicators. 
Furthermore, Sudan economy is characterised by public sector domination of 
the productive sector, leaving limited room for the private sector to expand. 
Even the slim private sector is largely dominated by informal sectors, which 
remains the most important source of production and employment (Country 
Watch 2015). 

The main characteristic of the Sudanese economy is that it depends largely 
on the agricultural sector and it can be described as an agricultural economy 
and largely driven by natural resources extraction. Historically, and for a long 
period, agriculture has been the main source of economic activity in Sudan. It 
used to contribute more than 50 per cent of GDP, more than go per cent of for- 
eign currency and provided employment opportunities for more than 80 per 
cent of the population. However, at the beginning of the twenty-first century, 
the situation has changed, with the exploitation of petrol and Sudan embark- 
ing on the export of crude oil. The contribution of agriculture to GDP has grad- 
ually fallen to around 35 per cent by the end of 2010. During the period 2000 
to 2010, the oil sector drove much of Sudan’s GDP growth and the economy 
boomed on the back of rising oil production and high oil prices. Thus, petrol 
became the main source of foreign currency and its contribution equated to 
over 70 per cent of total value of exports. But after South Sudan’s secession in 
2011, Sudan lost most of its oil fields. Since then, it has struggled to stabilise its 
economy and compensate for the loss of foreign exchange earnings. As a result 
of this shock, GDP growth dropped from an average of 6 per cent before 2011 to 
less than 3 per cent in 2014, and the rate of inflation increased from an average 
of 10 per cent to 36.7 per cent for the same period. 

Sudan has experienced a central economic planning system for most peri- 
ods since its independence in 1956. This planning system has resulted in the 
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TABLE 9.1 Macroeconomic indicators 


Indicator 1990 2000 2006 2007 2008 2009 2010 2011 2012 2013 2014 


GDP (current 12.4 12.2 35.8 45.8 54.8 53.1 65.6 67.5 62.3 66.4 73.8 
price billion 

us$) 

GDP growth -5.5 63 101 11.5 78 3.2 35 -2.0 -2.2 3.3 3.1 
Inflation 66.2 99 94 67 14.2 4.0 19.6 21.0 27.6 36.7 29.9 
Agriculture% 40.6 42.2 29.8 26.7 25.8 26.3 24.6 25.4 28.8 29.2 29.2 
Industry % 15.3 20.8 27.8 30.6 33.4 24.6 28.4 27.4 22.4 20.9 20.4 
Services % 44.2 37.0 42.4 42.7 40.8 49.2 47.0 47.2 48.8 49.9 50.4 


SOURCE: WORLD BANK 2016 


emergence of a large public sector that dominates economic activities, leav- 
ing limited room for the private sector to evolve. Therefore, historically, the 
contribution of the private sector to Sudan’s economy has been smaller than 
is the case in other developing countries. For example, the World Bank (2014) 
estimated the share of the private sector in non-hydrocarbon GDP to be 70-75 
per cent for both Egypt and Tunisia, and its share in employment to be 60 per 
cent for Egypt and 80 per cent for Tunisia (Adly and Khatib 2014), whereas in 
Sudan the share of the private sector in GDP was estimated at an average of 
about 30 per cent during the three decades following Sudan’s independence 
(World Bank 2014). However, this share has gradually increased since the mid- 
1990s, reaching an average of about 55 per cent during the period 2000-2010 
(World Bank 2014). Recently, the contribution of the private sector to the na- 
tional economy has significantly increased. According to the African Economic 
Outlook (2014), the private sector is the main source of employment in Sudan, 
providing about 75 per cent of jobs and about 70 per cent of foreign currency 
proceedings. This change in the private sector share can be attributed to the 
government’s decision to embark on liberalisation policies in the mid-1990s, 
which opened the way for the emergence of a productive private sector. 

Since Sudan’s independence in 1956 until the mid-1990s, private sector eco- 
nomic activities have largely been dominated by individual activities rather 
than corporate activities. For example, in the traditional agricultural sub- 
sector, small-scale production activities are carried out by individuals on 
their own land using family members as labour. This practice is traced to the 
land tenure system in Sudan where agricultural land is distributed in small 
lots between villagers. Moreover, many rural residents lack the necessary 


- 978-90-04-35161-5 
Downloaded from Brill.com10/18/2021 02:08:42PM 
via free access 


212 GANGI AND MOHAMMED 


entrepreneurial skills to undertake these activities at a larger scale. Individual 
economic activities are also applicable to retail trading, where individuals own 
and run small shops buying different commodities all over Sudan’s villages. 
The main problem associated with such individual economic activities is that 
they operate at very limited scale and employ primitive technology that is 
characterised by low productivity. 

Enterprise activities exist in the modern agriculture (mechanised and ir- 
rigated); manufacturing (food processing, clothes and furniture) and services 
(banking, insurance, export and import of goods, education, and health) sec- 
tors. These sectors consist largely of small firms employing a limited number of 
workers. Until the late 1980s, the majority of firms were publicly owned. How- 
ever, after the liberalisation and privatisation policies of the 1990s, the situa- 
tion has started to change. The United Nations Industrial Survey (UNIDO 2013) 
has found that 96 per cent of industrial firms are privately owned. Moreover, 
the enterprise sector as a whole consists largely of private limited liability com- 
panies and sole proprietorships. The number of common stocks companies is 
very limited and they operate mostly in banking and insurance services. 


The State of Entrepreneurship in Sudan 


Generally, there is no precise data available on entrepreneurial investment 
projects or entrepreneurial activities in Sudan. The Global Entrepreneurship 
Monitor (GEM) survey, which provides data on entrepreneurial activities 
for many countries of the world, does not include Sudan. Also, the Central 
Bureau of Statistics (CBS) in Sudan does not publish data on entrepreneurial 
activities or any other relevant variables for this field of study. Finally, there 
has been no comprehensive survey that covers all aspects of entrepreneurship 
in Sudan. 

To deal with this challenge, we used the available data from different sourc- 
es to draw a picture of the actual situation of entrepreneurship in Sudan. First, 
we used the data on newly registered business, which is published by the Com- 
panies Registration Authority of the Ministry of Justice, as an indicator for 
entrepreneurial activities. There are, however, some reservations about these 
data as a measurement tool for entrepreneurial activities, because there are a 
considerable number of new firms that have been registered but have not yet 
begun business. A counter argument to these reservations is that registration 
of any new firm can be taken as an indicator of a new business idea and as an 
indicator of the intention of the firm’s owner to transfer his business idea into 
actual business. 
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TABLE 9.2 New business registered in Sudan (2005-2014) 

Indicator 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 
Limited 494 761 960 962 1257 2400 1894 1761 2100 2527 
liability 

companies 

Sole 894 961 1160 1262 3936 4840 4867 5316 6375 4000 
proprietorship 

Total firms 1388 1722 2120 2224 5193 7240 6761 7077 8475 6527 
% growth in 24 23 5 133 39 -7 5 20 -23 
new firm 


SOURCE: COMPANIES REGISTRATION AUTHORITY 2015 


The data in Table 9.2 indicate the total number of newly registered limited 
liability or sole proprietorship companies in each year during the period 2005- 
2014. As the table depicts, there is a large variation in the number of newly 
registered firms in each year. For example, the number of newly registered 
companies of limited liability was only 494 in 2005, but increased in four years 
to 1,257 in 2009. The same pattern occurred for sole proprietorship firms, where 
the number of new registrations increased from 894 in 2005 to 3,936 firms in 
2009. Thus, when adding the number of companies of limited liability to the 
number of companies under sole proprietorship we get the total number of 
newly registered firms, which indicates a rising trend over the same period. 
The highest number of births of new firms in terms of absolute number oc- 
curred in 2013, with a total of 8,475; but it fell to 6,527 firms in 2014. The highest 
percentage growth rate of newly registered firms was witnessed in 2009 and 
2010 (133 per cent and 39 per cent respectively). This observation can be taken 
(with reservations) as an indicator for a dynamic phase in the development of 
private enterprises in Sudan during these two years, which represent the most 
prosperous years for Sudan’s economy in its modern history. This is based on 
the assumption that the birth of new firms involves new business ideas that 
emerged from a creative and innovative process. In this vein, as more and more 
people create new business ideas and decide to turn them into actual business- 
es, the state of entrepreneurship will evolve. However, this alone should not be 
taken as sufficient evidence of a favourable environment for the founding of 
new firms or an indicator of a healthy entrepreneurial state, because many of 
these newly registered businesses may not start-up their business at all or they 
fail at an early stage. To clarify the state of entrepreneurship in Sudan, another 
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set of data on micro-, small- and medium-sized enterprises was obtained from 
the World Bank database. This data is presented in Table 9.3 below. 

Table 9.3 depicts the available data on the total number and density of mi- 
cro-, small-, and medium-sized enterprises (MSMEs) in Sudan in comparison 
with a number of African countries. The selection of these countries is gov- 
erned by the availability of data on these variables. As we observe from the 
table, the number and density of MsMEs in Sudan lags behind the selected 
countries. At the time when the density of these firms was only 0.7 in Sudan, 
it reached 87.4 in neighbouring Kenya and 74.6 in Tanzania. Even when we 
compare Sudan with the other selected countries, we find that it has the lowest 
number as well as the lowest density of the MsMEs. This reflects an underde- 
veloped state of entrepreneurship in Sudan in comparison with some other 
African countries. 

This raises the questions, why is entrepreneurship in Sudan underdevel- 
oped? And why does it always lag behind other countries in the region? Can 
this underdeveloped situation be traced to the poor entrepreneurial environ- 
ment? Or can it be attributed to the lack of entrepreneurial skills in Sudan? 
Moreover, what are the factors that lead to the backwardness of the entrepre- 
neurial environment in Sudan? To answer these questions, two publications 
by the World Bank on the state of entrepreneurship and the business environ- 
ment will be reviewed. 

The World Bank publishes the dataset on entrepreneurial environment for 
189 economies in its Doing Business report. This dataset covers ten aspects of 
the lifecycle of a business: starting a business; dealing with construction per- 
mits; getting electricity; registering property; getting credit; protecting minority 


TABLE 9.3 Micro-, small-, and medium-sized enterprises in Sudan and other countries 


Micro-, small-, and medium-sized enterprises 


Total number Per 1000 people (2000-2005) 
Sudan 22,460 0.7 
Uganda 160,453 6.2 
Kenya 2,800,000 87.4 
Tanzania 2,700,000 74.6 
Ghana 25,679 1.2 
Algeria 580,000 18.8 
Botswana 14,986 3.8 


SOURCE: WORLD BANK, WORLD DEVELOPMENT INDICATORS 2007 
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TABLE 9.4 Sudan’s ranking on aspects of doing business (20-2016) 


Topics Rank in 2016 Rank in 201 Change in ranking 


Starting a business 146 121 -25 
Dealing with construction 146 139 -7 
permits 

Getting electricity 102 - - 
Registering property 89 40 -49 
Getting credit 167 138 -29 
Protecting minority investors 166 154 -12 
Paying taxes 140 94 -46 
Trading across borders 184 143 -41 
Enforcing contracts 142 146 4 
Resolving insolvency/closing 154 183 

a business 

Ease of doing business 159 154 -5 


SOURCE: WORLD BANK, DOING BUSINESS REPORT (2011: 196, 2016: 236) 


investors; paying taxes; trading across borders; enforcing contracts; and 
resolving insolvency. All these indicators are summed up in one indicator 
known as “ease of doing business”. The 189 countries are ranked in accordance 
with this value of “ease of doing business”. We utilise this dataset in our analysis 
to examine the business environment in Sudan with regard to these ten topics. 
Sudan ranks 159 out of 189 economies in the ease of doing business reports 
of 2016, moving down five places from the 20u ranking of place 154. During 
a period of five years, Sudan failed to improve or to maintain its position on 
eight out of nine topics. In three of the eight indicators in the ranking, Sudan 
has significantly dropped by more than forty places. In the areas that Sudan’s 
performance has worsened, the biggest drop was under the heading of register- 
ing the property, where it dropped from 40 in 20u to 8g in 2016. The only area 
in which Sudan has succeeded to improve its ranking is enforcing contracts. 
In addition to the Doing Business report, the World Bank carries out an 
Enterprise Survey study for different economies to examine the factors that 
shape the business environment in these countries. The Enterprise Survey for 
Sudan was conducted in 2014 by a team of experts from the World Bank. This 
survey aimed to fill the gap in information related to this sector. It covered the 
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following sectors: manufacturing, services, and transportation and construc- 
tion. Public utilities, government services, healthcare, and financial services 
sectors are not included in the sample. The areas covered in enterprise surveys 
include: infrastructure; trade; finance; regulations; taxes and business licens- 
ing; corruption; crime and informality; finance; innovation; labour; and per- 
ceptions about obstacles to doing business. 


TABLE 9.5 Summary of enterprise survey indicators 


Indicator Sudan Sub-Saharan Lower-middle- 
African income countries 
countries 

Incidence of Graft Index 10.1 20.4 20.2 

Days to obtain import license 5.5 14.7 17.7 

Days to obtain construction- 6.1 47-3 54.4 

related permit 

Days to obtain operating license 4.7 19.5 28.1 

Internal finance for investment 75.3 75.9 72.3 

Bank finance for investment 2.4 9.7 12.1 

Trade credit financing for 16.3 4.6 5.3 

investment 

Number of power outages in a 3.4 8.3 8.4 

typical month 

Number of water shortages in a 0.2 1.8 4.1 

typical month 

Average duration of water 0.3 2.6 2.2 


shortages (hours) 

Average time to clear direct 8.6 10.6 8.7 
exports through customs 

Average time to clear imports 6.0 16.8 11.6 
from customs (days) 

Losses due to theft, robbery, 0.5 1.4 0.9 
vandalism, and arson against the 

firm (% of sales) 

% of firms with internationally 7.0 15.1 15.5 
recognised quality certification 


SOURCE: WORLD BANK 2014 
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The estimated values of these indicators reflect that Sudan’s infrastructure 
condition is poor; the Graft Index (measurement of corruption) rating is high; 
the financial services are weak; regulations, taxes and business licensing are in- 
efficient; trade operations, innovation and technology are lagging behind. The 
spread of crime imposes some additional costs on firms (Word Bank 2014). This 
implies that the poor business environment in Sudan has played an important 
role in constraining the development of entrepreneurship in recent years. Nev- 
ertheless, the state of the business environment in Sudan is better than the 
average of the neighbouring sub-Saharan African countries in 2016.1 Foreign in- 
vestors are not as afraid to take risks as they are elsewhere in the region. This is 
one reason for the major inflow of a large amount of foreign direct investment 
into Sudan in recent years, and particularly during the period 2004 to 2008. 


Contextual Factors that Shape the Entrepreneurial State in Sudan 


Entrepreneurial activities in any country are embedded in an environment 
and are influenced by interaction with its contextual factors. These factors 
can either promote or hinder the business environment and thus affect the 
entrepreneurial activities in a positive or negative way. Previous research in 
this field recognised the importance of contextual factors in creating a condu- 
cive business environment and, therefore, fostering the state of entrepreneur- 
ship development. The most important factors that are widely identified by 
the literature are economic, financial, political, administrative and regulatory, 
and finally cultural factors. These factors formulate the entrepreneurial envi- 
ronment and thus influence the willingness and ability of people to become 
entrepreneurs (Gnyawali and Fogel 1994). In what follows, these factors are dis- 
cussed in the context of Sudan. 


Economic Factors 


The economic environment is one of the most important factors that 
influences entrepreneurship development in different ways. Firstly, the 


1 In 2016, the World Bank’s Doing Business report shows that six of Sudan’s ten neighbours 
were doing (much) worse: Chad ranked 183, the CAR 185, the DRC 184, Eritrea 189, South 
Sudan 187, and Libya 188 out of 189 countries. Only Ethiopia (146), Egypt (131), Uganda (122) 
and particularly Kenya (108) were doing better, although three of those experienced a dete- 
rioration of relative positions on the global scale during the last five years: Egypt from 94 in 
2011 to 131, Ethiopia from 104 to 146 and Kenya from 98 to 108. Uganda's position was stable at 
rank 122 (World Bank 2011 and 2016). 
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macroeconomic stability of a country encourages investment in general and 
entrepreneurship development in particular, since it determines the profit- 
ability of investment projects. Moreover, good economic performance creates 
positive economic expectations and improves opportunities and perceptions, 
motivating individuals to engage in entrepreneurial activity. Therefore, any 
economic policies that improve economic performance and help establish a 
stable macroeconomic environment stimulate entrepreneurship. For example, 
a low-interest monetary policy and low tax rates may produce desirable out- 
comes such as an increase in economic activity and greater economic stability 
(Castaño et al. 2015). On the contrary, irrelevant economic policy may create 
economic instability (recession or inflation), and make it difficult for investors 
to predict the net return on their investment projects accurately; consequently, 
they become reluctant to invest. Under such circumstances, the state of entre- 
preneurship development is adversely affected. Secondly, per capita income 
levels and economic prosperity of the country plays a major role in the success 
of entrepreneurial ventures. For instance, a high per capita income involves 
high purchasing power of the residents of a country, and this increases the 
amount of opportunities for entrepreneurs in that country. Thirdly, other eco- 
nomic factors, such as the availability of natural resources, skilled labour, the 
state of a country’s infrastructure and extent of economic growth and diversity 
of economic activities, have been found to influence entrepreneurship devel- 
opment (Gnyawali and Fogel 1994). 

In Sudan, the impact of the economic environment in entrepreneurship de- 
velopment has been mixed. Its different elements have played a varying role in 
entrepreneurship development. Firstly, the economic conditions have passed 
through different stages of development. During the 1990s (before the petro- 
leum extraction and export), the macroeconomic condition was generally 
characterised by instability, where the rates of inflation were high, the rates 
of economic growth and per capita income were relatively low. On the con- 
trary, during the period between 2000 and 201, the economic performance was 
characterised by relative stability, where rates of inflation were low, economic 
growth and per capita income had rapidly grown and exchange rates had con- 
tinued to be stable (see Table 9.1). However, the period after 2011 can again be 
characterised by poor economic performance. The rate of inflation soared to 
about 37 per cent, the exchange rate deteriorated from 3 Sudanese pounds per 
us dollar in 2010 up to about 10 pounds in 2015, and economic growth dropped 
from an average of 6 per cent before 2011 to an average of 0.5 per cent after 2011. 
Table 9.6, presents a comparison between Sudan’s economic performance and 
other African countries. 

As can be seen from Table 9.6, Sudan is rich in natural resources (land 
area). The land area is about 1.8 million square kilometres, which ranks second 
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Country Population Land area 


Population 


(thousands) (thousands density 


GDP based 


on PPP valuation 


GDP per capita Annual real GDP 


(PPP valuation, growth (average 


of km?) (pop./km’) (usp million) USD) over 2006-2014) 
Chad 13 211 1 284 10 29 851 2 260 4.7 
Congo 4559 342 13 28 090 6 162 4.8 
Congo, 69 360 2345 30 55731 804 6.6 
Dem. Rep. 
Djibouti 886 23 38 2858 3 225 4.9 
Egypt 83 387 1 001 83 945 388 11 337 4.3 
Eritrea 6 536 118 56 7855 1 202 1.8 
Ethiopia 96 506 1104 87 139 434 1 445 10.6 
Kenya 45 546 580 78 134711 2958 6.5 
Libya 6 253 1 760 4 103 267 16 514 3.2 
South 11739 644 18 23 306 1985 
Sudan 
Sudan 38 764 1 879 21 159 510 4115 4.1 
Africa 1136526 30066 38 5432 451 4826 4.8 


SOURCE: AFRICAN ECONOMIC OUTLOOK 2014. 


among comparable countries. In terms of population, Sudan is not one of the 
most populated countries; it is ranked fifth in this group, and thus has rela- 
tively low population density compared to other countries in the group. 
Based on this, we can argue that Sudan possesses the key raw materials of suc- 
cess, including a youthful population, natural resource endowments and some 
aspects of economic stability. These elements could have contributed positively 
to facilitating entrepreneurial activities in Sudan during the last three decades. 
However, there are some other economic aspects that undermined the evo- 
lution of entrepreneurship and thus contributed negatively to its future de- 
velopment. These included the instability of economic conditions, which has 
manifested itself in high rates of inflation and devaluation of exchange rates. 


Financial Factors 


Finance plays an essential role in the development of entrepreneurship in any 
country. The most important constituent of any successful investment project 
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is the suitable sources of finance for its operations. The ease with which a firm 
can raise the required finance with suitable conditions paves the way for suc- 
cess. Therefore, developed financial institutions provide payment services and 
facilitate the start-up of new businesses and consequently promote the state of 
entrepreneurship in the country. This is mainly because all entrepreneurs need 
developed financial institutions to provide sufficient finance for their projects. 

Access to finance is claimed to be one of the main factors affecting the de- 
velopment of entrepreneurship in developing countries. The lack of finance 
in many developing countries is believed to be the most important challenge 
confronting entrepreneurs in Sudan. Bearing in mind the low per capita in- 
come in Sudan, most people have limited personal savings and lack the re- 
quired capital to start their own business. Moreover, the government usually 
lacks the sufficient financial resources to provide loans to entrepreneurs. Thus, 
entrepreneurs have no other option than to seek external financing for their 
investment projects. One source of external finance is the commercial banks. 
However, this option is associated with many difficulties. One of these diffi- 
culties is related to entrepreneurs themselves; that is, many entrepreneurs are 
not regarded as creditworthy or do not have the necessary collateral to obtain 
finances for their projects. The second difficulty relates to the banking system 
in Sudan, which has a limited amount of capital. Moreover, most banks charge 
high interest rates due to the high risk associated with new business projects. 

To tackle the problem related to the financing of small projects, the Central 
Bank of Sudan established a microfinance unit in 2007. The main objective 
of this unit is to provide flexible forms of finance for entrepreneurs who have 
a business idea and are looking for finance opportunities. Since its establish- 
ment, the microfinance unit has helped many entrepreneurs and contributed 
significantly to promoting entrepreneurship in Sudan. However, it has also ex- 
perienced significant criticism. One of these criticisms relates to the amount 
of finance available, which, it is claimed, is very small and inadequate for cov- 
ering the total costs of investment projects. Another criticism relates to the 
limited extent of its coverage. In addition, its services are limited to a small 
percentage of potential entrepreneurs. 


Political Factors 


The political environment in any country plays an important role in encourag- 
ing or discouraging entrepreneurial processes. It determines the set of rules 
and policies that govern entrepreneurial activities, and the overall atmo- 
sphere in which firms can operate. This factor is generally comprised of many 
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sub-factors, among which are: competition policy; taxation policy; employ- 
ment law; patent law; and regulation of financial markets. In addition, it in- 
cludes the political situation (e.g. government stability, corruption) and a 
country’s relations with other states (David 2013; FitzRoy et al. 2012). In this 
regard, a good set of policies and a stable political situation can contribute to 
increasing the likelihood of formulating and starting-up a new business, and 
thus fostering entrepreneurship development. 

As shown above, the political environment includes many factors and it is 
hard to review all of them here. To deal with this challenge, the authors inter- 
viewed political economist, Mohamed H. Ahmed about the impact of the po- 
litical environment on entrepreneurship and business development in Sudan. 
This interview is summarised in the two paragraphs below. 

Sudan, like any newly independent country, witnessed a humble start-up 
of businesses in its post-independence era in the 1950s. However, by the end 
of the decade, the political struggle over Sudan’s economic orientation had 
become deeply disputed between the rival liberal and communist parties. Yet, 
the business sector was growing and benefiting from intact infrastructures and 
a sound civil service tradition that was left by British rule (1899-1956). In early 
1969, however, Numeiri took power on behalf of the Communist Party. This 
dealt a heavy blow to the laissez-faire mood of the economy due to the nation- 
alisation of the private sector, although the regime made a quick shift back 
to the free market ideology, following the logic of the Cold War swings, after 
Numeiri liquidated the communist leadership and hence worsened relations 
with the Soviet Union. But the damage had already been done to the business 
sector and there was capital flight from Sudan. In sum, the business formation 
has never moved away from being dominated by the service sector and the 
manufacturing sector remained humble. 

Post 1989, there was a mushrooming of business registrations due to the 
growth of the service sector and encouragement from the government for the 
private sector to take the lead in many areas that used to be publicly financed 
as a result of the discovery of oil by 1998. The sudden bonanza that followed 
encouraged both internal and external entrepreneurs to seek opportunities 
in Sudan’s economy, especially in oil related fields. That steady growth was 
helped by the stability of the foreign exchange rate and the flexibility of the in- 
vestment laws, tailored to attract foreign investment. All this was taking place 
despite the problematic political relations of Sudan with many international 
players, primarily the us, which still considers Sudan to be a state that sup- 
ports terrorism and, consequently, has maintained an economic blockade on 
the country since 1993. This Us embargo, together with worsening relations 
with other influential countries, impacted on the international business sector 
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in Sudan, not least in the form of the us Divestment Act, which punishes enti- 
ties that venture in Sudan. This Western uneasiness with Sudan, coupled with 
the separation of South Sudan in 201 and the subsequent loss of oil, reversed 
the trend of booming business in Sudan and hence discouraged international 
entrepreneurs and serious investment partners. However, the continued in- 
crease in the registration of new companies can be explained, cautiously, as a 
result of the advantages that one gets from loopholes in the investment laws 
if one has a registered company or because small, local services are not hard 
hit by the continued devaluation of the exchange rate of the Sudanese pound. 


Regulatory and Administrative Factors 


Although the Heritage Foundation has not graded Sudan in its annual Index of 
Economic Freedom since 2000, an analysis of selected indicators is provided 
in its 2013 report. In the category of regulatory efficiency, the report on Sudan 
states, ‘Inconsistent enforcement of regulations and other institutional short- 
comings often impede business activity and undermine economic develop- 
ment. Launching a business takes more than 30 days, and completing licensing 
requirements costs over twice the level of average annual income” (Heritage 
Foundation 2013: Sudan). 


One of the most significant obstacles facing investors is the high level 
of bureaucracy and complexity of the administrative procedures at both 
the federal and state levels. In spite of the existence of the unified Invest- 
ment Encouragement Act 1999, amended in 2007, and the adoption of a 
single outlet policy by the Federal Ministry for Investment for register- 
ing a new business, the committee found that, in practice, an investor 
wanting to register a new business must complete 56 steps in most sec- 
tors, and 66 steps in the agricultural, animal, health services, mining, and 
hotel sectors. That is to say, instead of completing the registration of a 
new business in one outlet, the investor has to do it in 56 to 66 places. 

In cases where an investor has to amend his company statute to in- 
clude a new type of investment, this process may take up to six months. 
If the investor is a foreigner, it might also take months to achieve security 
clearance in the home country. 

In spite of the existence of the Federal Investment Act, it has been 
found that a number of state and federal authorities possess some au- 
thority related to investment business, delegated to them by the Federal 
Investment Encouragement Act, which defeats the idea of a single outlet 
for completing registration procedures. 
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In addition to the above-mentioned obstacles, private investment is confront- 
ed with heavy taxes and custom duties and several other types of fees to be 
paid to different government authorities even before starting the business. The 
conflict over land ownership between federal, state authorities and citizens 
also contributes to this gloomy picture. One has to draw attention to the wide- 
spread corruption among many government officials who run the business of 
registration of new ventures. 


Cultural Factors 


Culture is another important factor that explains cross-country differences in 
entrepreneurship development. Hofstede (1991) proposed that national cul- 
ture has six dimensions that shape people's personality and behaviour. Four 
of these are believed to influence entrepreneurs’ decision-making: power 
distance; individualism versus collectivism; uncertainty avoidance; and long- 
term orientation. Power distance is defined by Hofstede as the perception of 
the degree to which people accept unequal distribution of power among indi- 
viduals in a given society. Individualism refers to the degree to which people 
prefer to act as individuals rather than as members of groups, whereas col- 
lectivism emphasises a strong social framework in which people expect others 
in their group to cater to them. Uncertainty avoidance is defined as the degree 
to which people in a country prefer structured over unstructured situations. 
Long-term orientation and short-term orientation refers to the importance 
given to the future, on the one hand, and to the past and present, on the other 
hand. In long-term orientation countries, the society encourages serious, long- 
lasting commitments. In short-term oriented countries, individuals are inter- 
ested in protecting existing personal safety and stability. 

As far as the impact of culture on entrepreneurship development is con- 
cerned, low power distance, individualism, low uncertainty avoidance, and 
long-term orientation are associated with entrepreneurial activities and in- 
novation (Shane 1995; Thomas and Mueller 2000; Jones and Davis 2000). Low 
power distance cultures do not encourage people to work harder to gain more 
power in society. In a national culture that scores high on “collectivism’, indi- 
viduals’ ability to achieve their dreams are hindered by their caring for others. 
Also, in cultures that score highly on uncertainty avoidance, people have an in- 
creased level of anxiety about uncertainty and ambiguity, which is a situation 
people usually find themselves in when they engage in an entrepreneurial ac- 
tivity. Long-term orientation in the business context is related to pragmatism. 
Although Hofstede’s dimensions do not explain exactly what will happen in a 
certain situation, they can help us better predict what is likely to occur. 
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Unfortunately, Sudanese culture is dominated by “collectivism’, high “un- 
certainty avoidance’, “short-term orientation” and “low power distance”. This 
is certainly the conclusion of Adam’s (2016) study on the impact of culture on 
strategic decision-making in Sudan. Thus, the cultural aspect may be consid- 
ered a barrier to Sudanese people engaging in entrepreneurial activities. 

Risk aversion is common in Sudan. Consequently, many young people lack 
the confidence to establish their own business for fear of failure, and its severe 
legal and social consequences. Moreover, risk aversion causes many people to 
prefer secured rent-seeking jobs to entrepreneurial activities. This is reflected 
in the attitudes of many Sudanese families, who send their children to schools 
and universities to be educated and earn certificates in order to secure jobs 
in the public or the private sector. Moreover, this risk averse attitude causes 
some Sudanese investors to imitate others in their investment projects. Conse- 
quently, innovative entrepreneurs are often discouraged by others who imitate 
them (Gangi and Timan 2013). 


A Case Study of Two Firms 


As shown in the previous section, the entrepreneurial environment in Sudan is 
very complicated and it is influenced by the interaction of many contradictory 
national factors. These factors represent both opportunities and challenges for 
entrepreneurship development. In this section, we try to understand how firms 
in Sudan have dealt with these challenges and opportunities. A case study of 
two firms is undertaken for this purpose. The selection of the firms is governed 
by data availability and permission of the firm owners. 


Dajin for Poultry Products 


Dajin for Poultry Products was established in 2005 as a joint project between 
the Ministry of Agriculture and Livestock of Khartoum State and Mico Compa- 
ny for the Poultry Industry. The latter was a private company, founded in 2003 
by a successful entrepreneur and veterinary physician, Sanosi Hassan Sanosi. 
Sanosi initiated the business idea and served as managing director of Dajin for 
about ten years. The company project was started with just four production 
houses, with a total production capacity of 700,000 birds per year. However, in 
less than ten years its production capacity multiplied by more than 14 times 
(from 0.7 million in 2005 to 10 million birds per year in 2015). In addition, its 
production units were integrated to include ten houses for mother chicks, a 
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hatchery, a feed mill, a modern slaughterhouse and a rendering plant. More- 
over, during the same period, all the necessary infrastructural facilities and the 
distribution channels equipment were established. 

The main objectives of the company were: to promote poultry production 
and generate a substantial qualitative change in the poultry sector in Khar- 
toum state through productivity enhancement and integration of different 
production cycles; to support the government policy of self-sufficiency in food 
production; to generate job opportunities and contribute to building the ca- 
pacity of national labour by improving their skills in this profession; to encour- 
age investment in the agricultural sector by utilising the available resources 
in productive activity; to increase the per capita consumption of chicken in 
Sudan and change the consumption behaviour of Sudanese society towards 
chicken; and to realising a reasonable profit for the owner of the company. 

Having completed its ten-year strategic plan (2005-2015), Dajin has been 
described as one of the fastest growing companies in Sudan. By doing so, it suc- 
ceeded in fulfilling a great achievement for both shareholders and the national 
economy. In the following section, we will summarise what Dajin has achieved 
during the last decade. 

On the financial side, the company has succeeded in implementing its ex- 
pansion plan with the minimum possible cost and sold all its products at a 
reasonable price for both producers and consumers. The company has raised 
a total profit of around $us 56 million during the last ten years for the share- 
holders. This profit enabled the company to pay back all its commitments 
to creditors on time. On the economic side, the company has stimulated the 
banking sector in Sudan by borrowing a total of $us 227 million for the proj- 
ect operation, creating around 600 direct jobs and ten times this number in 
indirect employment opportunities. Moreover, it contributed to the economic 
growth of the national economy by producing more than 50 million birds. 
Furthermore, the company has contributed to the government budget by pay- 
ing taxes (of about one million dollars). On the technical side, the company 
has contributed to enhancing technological advancement in poultry industry 
by importing modern technology; establishing breeding houses with varying 
capacity ranged between 28 to 70 thousand birds; creating opportunities for 
technical training and research experiences for university students and other 
researchers. Finally, the company has provided a social contribution to the 
rural area, where the project is located, and to Sudanese society at large. To 
this end, the company has achieved the following: contributed to establishing 
a number of public service institutions, such as schools, medical centres and 
electricity stations; contributed to organising the residents of “Ahamda’ villages 
(the project area) into a cooperative association and paying all expenses of the 
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association's registration; contributed to government fundraising campaigns 
and contributed to Khartoum State’s policy to improve the standard of living 
and reduce its costs by providing chicken at affordable prices. 

An interview was carried out with the entrepreneur who established the 
company and served as a general manager for ten years. This interview indi- 
cated that, at the time of its establishment, the company was confronted with 
many challenges, the most important one being the difficulty of finding a suit- 
able source of finance for its investment projects. This was mainly because the 
company was recently established and did not have adequate assets to provide 
collateral to the banks. The company solved this problem by cooperating with 
its partner, the government of Khartoum state, which provided a letter of guar- 
antee that covered the total amount of its investment projects and extended 
it for five years. The letter enabled the company to get the required finance 
for all its operations. Another challenge that faced the company was the lack 
of the necessary infrastructure (for example, paved road, electricity supply) 
in the project area. Again, the company used its communication channels 
with the Khartoum state government to solve this problem. On the other hand, 
there were many factors that contributed positively to the development of the 
company. One of the most important factors was the economic and political 
stability that characterised the period between 2005 and 2010, which had wit- 
nessed a good economic performance and stable political situation, enabling 
the company to start-up and grow rapidly. 


KMK Company 


Mr. Khalid Elhasan was a young engineer who graduated from the University 
of Khartoum in early 1990s. After graduation, Mr. Elhasan engaged in several 
small business activities, unlike most of his peers, who preferred rent-seeking 
activities and joined the public sector and private firms as employees to earn 
a fixed income. 

After failing to establish a number of business activities, Elhasan set up a 
small company named KMK. The name is an abbreviation of his name and that 
of his partner. The company started business in 1998; its main business is sell- 
ing electrical appliances to trade union members and middle-income groups. 
This kind of business already existed in Sudan, but KMK introduced payment 
by instalment and started to sell commodities on a credit basis. According to 
the company instalment policy, customers must repay the value of their pur- 
chase in 12 equal instalments. This kind of arrangement enabled employees 
with a limited fixed income to own the electrical equipment that they had 
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dreamed of. Since the start of the business, the demand for KMK services and 
commodities has been high. Large numbers of trade union members rushed 
to the company and signed contracts to enjoy KMK services and facilities. The 
company achieved high annual profits during the first years. Indeed, their prof- 
itability was estimated to be around 300 per cent per annum. 

KMK began business with a small number of employees; two of them were 
graduates of accounting, a third of economics and a few others were non- 
graduates. Elhasan was the general manager and the chairman of the board of 
directors, which was composed of Elhasan, his partner and two other names. 
The partner was a silent partner, providing financial support but with no part 
in the operations. After the expansion of the business, Elhasan began to feel 
that he was losing control. He talked to a friend who was a university busi- 
ness lecturer and asked him to help formulate a business plan and organise the 
company. However, Elhasan was too busy to follow through on the advice, be- 
cause he was wrapped up in running the business as a one-man show. He was 
always complaining of the lack of competent assistants to help him run KMK. 

In spite of the above-mentioned difficulties, the company performed well 
and made huge profits. Elhasan succeeded in getting the agency of a famous 
Chinese electrical appliances producer, which was a remarkable gain for the 
company. Driven by moral and strategic motivations, Elhasan decided to enter 
into importing and selling automobiles, vans and rickshaws to his customers. 
The vans and rikshaws are wanted for business purposes, i.e. transportation 
of others. The company also planned to sell these new commodities using the 
same mode of finance, in this case with 48 monthly instalments. However, this 
kind of new business was risky due to the ongoing deterioration of the value 
of the Sudanese currency, a situation in which the seller loses a large percent- 
age of the repayment value of the commodity. KMK succeeded in overcoming 
this risk by inventing a new mode of finance for its car imports. The financing 
mode was a blend between a letter of credit with deferred payment and part- 
nership with banks. The credit letter with deferred payment was covered by 
the local insurance companies. Since KMK was not in a position to secure local 
collateral, it convinced one of the Sudanese commercial banks to enter into 
partnership in this transaction. By involving the commercial bank in this busi- 
ness, KMK managed to avoid the risk of currency devaluation, since the bank 
financed the transaction in part by using the current accounts of its clients. 
Current accounts are interest free in an Islamic economy such as Sudan. 

KMK imported more than 1000 automobiles, vans and rikshaws and de- 
livered them to its customers. This move annoyed the automobiles agents in 
Sudan, who lobbied government officials and they managed to get a decree is- 
sued to confine the import of automobiles to official agents only. KMK decided 
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to continue the fight in the market and succeeded in obtaining an agency con- 
tract from a major Korean automobile exporters to Sudan. A number of rival 
firms began to adopt the same business model as KMK, a matter that resulted 
in a major threat to the automobile agents. Again, the group of automobile 
agents secured the issuance of a decree that banned importing cars through 
letters of credit with deferred payment. KMK had already signed contracts with 
many parties to deliver large numbers of cars. Unfortunately, the company 
failed to meet its obligations and therefore found itself sued by its customers 
and, ultimately, liquidated. 


Case Study Analysis 


The data obtained from the companies’ documents and the interviews car- 
ried out with the general directors shows that both companies had been con- 
fronted with many obstacles. The difference between the two companies lies 
in the ways in which they tackled these challenges. For example, Mico had 
overcome the finance problem by seeking support from its partner, the govern- 
ment of Khartoum State. KMK decided to confront the finance problem alone 
or with a private sector partner, and that is why it failed. The lesson that can be 
learned from the experience of these companies is that collaboration between 
the public sector and the private sector to establish joint ventures would help 
to overcome those challenges generated by the complexity of the business 
world. 

KMK invented a new mode of finance for its operations, i.e. a letter of credit 
with deferred payment and partnership with local commercial banks. This 
mode of finance enabled the company to offer credit sales to customers to be 
repaid in monthly instalments for up to 48 months, and thus the company 
managed to overcome the dilemma of the deteriorating local currency. 

When the operations of company were of a limited scale, Mr. Elhasan suc- 
ceeded in running the business and achieved sizeable profits. But when busi- 
ness expanded, Mr. Elhasan was overwhelmed by the amount of work due to 
his centralised decision-making style. Moreover, Mr. Elhasan had no training 
in business management, so he failed to address the importance of develop- 
ing a business plan. It is also clear that the lack of competent managerial staff 
contributed to his failure. 

The main reasons for KMR’s failure can be attributed to failure of the com- 
pany management to adapt to the external environment represented in the 
elements of competition and the political environment. The company could 
have developed some proactive strategies to deal with those elements instead 
of being retroactive. 
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Conclusion 


The objective of this chapter was to examine the current status of entrepre- 
neurship development in Sudan and to investigate the role of national factors 
in shaping this status. Generally, in Sudan there is lack of precise data avail- 
able on either the entrepreneurial investment projects or entrepreneurial 
activities. The World Bank reports that were consulted revealed that Sudan’s 
infrastructure condition is poor; the rate of corruption is high; the financial 
services are weak; regulations, taxes and business licensing are also inefficient; 
trade operations, innovation and technology are lagging behind. Despite these 
conditions, the state of the business environment in Sudan was better than in 
many other countries in sub-Saharan Africa. However, the unfavourable busi- 
ness environment in Sudan has played an important role in constraining the 
development of entrepreneurship in recent times. 

It has been clear from the presentation of the case studies that an entrepre- 
neurial business has a high chance of succeeding if it allies with or is support- 
ed by a public sector entity. The future of entrepreneurial activities in Sudan 
depends largely on improvement of the political and economic conditions, 
which have resulted in high rates of inflation and devaluation of exchange 
rates. The government needs to revise and fine tune its regulatory and insti- 
tutional measures to facilitate and expedite the procedures of starting new 
businesses. As far as the cultural barriers are concerned, we believe that train- 
ing and development of potential entrepreneurs can result in changing their 
attitudes and equip them with the necessary skills to manage an investment 
project successfully. 

The authors recommend that more in-depth research be conducted in the 
area of entrepreneurship development in Sudan, especially in light of the lim- 
ited sources of data. Further research should focus in detail on revealing the 
relative importance of the different contextual factors and their impact on the 
entrepreneurship development in Sudan. 
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CHAPTER 10 


Challenges to Entrepreneurship Development 
in Tanzania 


Nsubili Isaga and Albogast Musabila 


Introduction 


Entrepreneurship is widely considered an important factor in the search for 
development, competitiveness and sustainable success. Like many other 
developing countries, Tanzania has recognised the importance of entrepre- 
neurship for economic development and poverty alleviation. Historically, Tan- 
zania, after its independence, chose the path of socialism and self-reliance for 
national development. Along this path, almost all means of production and 
exchange were put under the direct control of the State. As a result, major busi- 
nesses were nationalised and the government, through its parastatals, owned 
almost all the activities and investments that had previously been in the 
private sector. However, the nationalisation of the private sector led to poor 
economic results and to a number of macro-economic imbalances and, con- 
sequently, to an economic crisis that lasted for over a decade (Kanaan 2000). 
This crisis signalled a need for a movement towards a market economy. In the 
19908, the significance of the private sector to economic growth became very 
clear and was widely recognised; available data suggests that about a third of 
the Gross Domestic Product (GDP) originates from the SME sector (URT 2003). 
Since then, a number of policies and programmes have been undertaken to 
strengthen and widen the role of the private sector in economic development. 
At the national level, Vision 2025 — National Strategy for Growth and Poverty 
Reduction (NSGPR) was established, a programme which emphasises the sig- 
nificance of the private sector as the engine of economic growth in Tanzania 
(URT 2003). Unfortunately, despite the existence of various programmes, the 
outcomes of these efforts have generally yielded poor results with only a few 
SMES managing to expand and develop. Most of the sMEs have remained at 
the micro level (Kinunda-Rutashobya and Olomi 1999; Olomi 2001). This phe- 
nomenon in Africa has been referred to as the “missing middle” (the lack of 
medium-sized enterprises, as SMEs can be categorised as micro, small and 
medium-sized firms) and this continues to be a long-term concern for African 
policymakers (Agyapong 2010). 
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Through a review of previous research regarding business development in 
Tanzania, we found that most of the studies regard firm performance as being 
significantly affected by external factors and firm characteristics. As a response 
to such findings, several initiatives and programmes in Tanzania are focusing 
on solving environmental problems, such as providing government assistance, 
examining the role of banks, and providing infrastructure and competition, 
while ignoring the individual running the firm. Though some of the issues 
addressed in these studies have changed, the performance of the SME sector 
has not yet been impressive. This suggests the need to further investigate the 
factors that influence SME growth from different angles. Owing to the crucial 
role played by individuals, several studies worldwide have acknowledged the 
importance of entrepreneurs for the development of sMEs. Accordingly, Ku- 
ratko and Hodgetts (2001) have proposed that the effectiveness of programmes 
aimed at the development of sMEs depends on a thorough understanding 
of the individual owner-managers. This is because the majority of SMEs are 
owned and managed by a single entrepreneur; thus, the entrepreneur is the one 
who makes important decisions concerning products, markets, motivation of 
employees, expansion plans and other strategic decisions concerning the firm 
(Von Gelderen et al. 2000). Thus, this leads to the possibility that a large propor- 
tion of the difference in performance among SMEs can be explained by the in- 
dividual entrepreneurs (Shane 2007). The purpose of this paper is to analyse the 
challenges affecting entrepreneurship development in Tanzania. A qualitative 
study comprising of three case studies on Tanzanian SMEs has been conducted 
with the aspiration to describe the drivers of being entrepreneurs, drivers for 
SME development and challenges affecting their business performance. 


Literature Review 


Brief Overview of Entrepreneurship 

The important role of entrepreneurs in economic growth is well documented. 
However, the precise meaning of the word entrepreneur is not clear (Amit, 
Glosten and Muller 2003; Kobia and Sikalieh 2010). The problem of the iden- 
tification of an entrepreneur has been caused by the fact that there is still no 
generally accepted definition of entrepreneurship (Chell, Haworth and Brear- 
ley 1991; Kobia and Sikalieh 2010). The lack of an agreed definition has led to 
a variety of opinions regarding its meaning (Shane and Baron 2008). Indeed, 
various scholars have defined the terms entrepreneur and entrepreneurship 
differently. In the next section, an overview will be given of the development 
of the terms entrepreneur and entrepreneurship. 
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Who is an Entrepreneur? 

The term entrepreneur comes from the French verb entreprendre, which means 
to undertake (Hebert and Link 1989). The first economist who is believed to 
have recognised the role of the entrepreneur was Richard Cantillon (around 
1730; Kirby 2003). According to Cantillon, the entrepreneur is an individual 
who assumes a risk by buying at a certain price and selling at an uncertain 
price and bears the risk caused by price fluctuations in the market, with the 
difference being a profit or loss (Bridge, O’Neill, and Martin 2009). Cantillon 
saw the role of the entrepreneur as lying in the creation of entrepreneurial 
income through operating under conditions of uncertainty. 

Later, Knight (1921) refined the Cantillon idea by distinguishing between the 
risk, which is insurable and the risk which is not insurable (uncertainty). He 
related insurable risk to recurring events whose relative frequency is known 
from experience, whereas uncertainty relates to unique events whose prob- 
ability can only be subjectively estimated (Hebert and Link 1989). According to 
Knight (1921), uncertainty is the basic element and starting point when defin- 
ing an entrepreneur. On this point, Knight (1921) considers an entrepreneur as 
a calculated risk-taker and the recipient of pure profit, where profit is seen as 
the reward for bearing the costs of uncertainty. 

Schumpeter (1934) had a different approach and emphasised the role of 
innovation. Clearly, Schumpeter was the first author to draw attention to the 
central role of an entrepreneur in the innovation process. According to Schum- 
peter, the entrepreneur is an innovator who implements change within mar- 
kets as a result of carrying out new combinations. In his theory of economic 
development, the entrepreneur does not invent things but exploits them by 
carrying out new combinations such as the introduction of new products or 
processes, identification of new export markets or sources of supply, or cre- 
ation of new types of organisation (Carrasco and Perez 2008). Other scholars 
(e.g. Kirzner 1979) came up with other definitions of an entrepreneur. Kirzner 
(1985) considers an entrepreneur as someone who perceives profit opportuni- 
ties and initiates action to fill currently unsatisfied needs. The author argues 
that the entrepreneurial process is always competitive and that an entrepre- 
neur has nothing but his alertness (Kirzner 1979). For Kirzner, the role of the 
entrepreneur is to achieve the kind of adjustment necessary to move economic 
markets towards the equilibrium state. 


Definition of Entrepreneurship 
From the above definitions, it seems clearly that there is no agreed definition of 
an entrepreneur. As a consequence, there is also vagueness about a functional 
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definition of entrepreneurship (Kuratko and Hodgetts 2001). Entrepreneurship 


scholars have proposed a variety of definitions of the term, some of which 


share no common attributes at all (see Table 10.1) 


TABLE 10.1 Selected definitions of entrepreneurship 


Authors Definition 

Cantillon (1755) Entrepreneurship is an act of assuming risk, by buying 
at a certain price and selling at an uncertain price, bear- 
ing the risk caused by price fluctuations in the market. 

Knight (1921) Entrepreneurship is the ability to deal with risk and 
uncertainty 

Schumpeter Entrepreneurship is seen as making new combinations, 

(1934) which include the introduction of new goods, new 
methods of production, opening of new markets, new 
sources of supply and new organisations. 

Kirzner (1979) Entrepreneurship is the ability to perceive new 
opportunities. 

Casson (1982) Entrepreneurship encompasses decisions and judg- 
ments about the coordination of scarce resources. 

Drucker (1985) Entrepreneurship is the act of innovation that involves 


Stevenson, Roberts 

and Groesbeck (1985) 

Low and Macmillan (1988) 
Katz and Gartner 

(1988) 


Sharma and Chrisman 
(1999) 


Kuratko and Hodgetts 
(2001) 


endowing existing resources with new wealth producing 
capacity. 

Entrepreneurship is the pursuit of an opportunity 
without concern for current resources or capabilities. 
Entrepreneurship is the creation of a new business. 
Entrepreneurship is the creation of an organisation 

or process by which new organisations come into 
existence. 

Entrepreneurship encompasses acts of organisational 
creation, renewal or innovation that occur within or 
outside an existing organisation. 

Entrepreneurship is a process of innovation and new 
venture creation through four major dimensions, 
namely individual, organisational, environmental, and 


process. 


ADAPTED AND MODIFIED FROM HITT ET AL. (2002) 
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From this mass of definitions, it is apparent that entrepreneurship is in- 
terdisciplinary in nature. And, given its nature, various theories or ap- 
proaches can be used to gain better understanding of this concept (Kuratko 
and Hodgetts 2001). One way of understanding this concept is through the 
schools of thought from which entrepreneurship can be divided into specif- 
ic activities (Cunningham and Lischeron 1991; Kuratko and Hodgetts 2001). 
The entrepreneurship schools of thought provide a means of examining 
the diversity of viewpoints about entrepreneurship (Hebert and Link 1989; 
Kuratko and Hodgetts 2001). These schools of thought illustrate what an entre- 
preneur does and what functions and processes are key (Kuratko and Hodgetts 
2001). 


Definition of SMEs 

Like entrepreneurship, there is no single, uniformly accepted definition of 
SMEs (Storey 1994). Different countries define smEs differently depending 
on their level of development. A study by USAID (1993) for example, found 
more than 50 different definitions. Although there are several definitions, a 
distinction can be made between quantitative and qualitative definitions. The 
former define sMEs based on quantitative characteristics, whereas the latter 
define SMEs based on qualitative characteristics. Within these two types, the 
quantitative definition is commonly used for defining sMEs, and often the 
definition is based on the number of employees, sales revenues/turnover, to- 
tal assets and capital invested in machinery. The first three criteria are most 
widely used in defining sMEs. In support of this argument, USAID (1993) 
shows that the majority of countries use the number of employees or total 
assets to define SMEs. Accordingly, in the context of Tanzania, SME is a term 
used to refer to micro, small and medium-sized enterprises in non-farming 
activities, which include manufacturing, mining, commerce and services 
(URT 2003). Furthermore, the number of employees and capital invested in 
machinery are the two criteria used to define SMEs in Tanzania. Subsequently, 
a micro enterprise is defined as a firm with fewer than five employees, whereas 
a small firm is a firm with 5 to 49 employees and a medium-sized enterprise 
is a firm with 50 to 99 employees. Any firm with 100 employees or more is re- 
garded as a large enterprise (see Table 10.2). In the case where an enterprise 
falls under more than one category, the level of investment would be the decid- 
ing factor. 


Definition of the Entrepreneur in this Study 
There is no single uniformly accepted definition of the term Entrepre- 
neur. In this study, the terms entrepreneur and owner-manager are used 
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TABLE 10.2 SMEs in Tanzania 


Category Number of employees Capital invested in machinery 
(Tshs) 

Micro enterprises 1—4 Up to 5 million 

Small enterprises 5-49 5-200 million 

Medium-sized 50-99 200-800 million 

enterprises 

Large enterprises 100 and more Above 800 million 


SOURCE: (URT 2003) 


interchangeably to define a person who both owns the firm and takes overall 
responsibility for the strategic and operational direction of the business. 


Growth and Entrepreneurship 


Several researchers have revealed growth to be an essential part of entrepre- 
neurship, thus making the relationship between growth and entrepreneur- 
ship relevant. This link is very important, especially when the theory of the 
firm is considered, in which both entrepreneurship and growth play impor- 
tant roles. For example, Davidsson, Delmar, and Wiklund (2002) look more 
deeply into this relationship and identify the aspects of growth which form 
part of entrepreneurship and those which do not. Specifically, they argue 
that if entrepreneurship is defined as the creation or emergence of a new 
firm then growth is not formally part of the definition of entrepreneurship. 
But as most of these start-ups remain very small for their entire existence, 
it is wise to include aspects of early growth in the entrepreneurship defini- 
tion (Davidsson, Achtenhagen, and Naldi 2007). It is further suggested that if 
entrepreneurship is defined as the creation of new economic activities and 
the like, then firm growth is an aspect of entrepreneurship which can be 
achieved through the introduction of new products and services. However, if 
growth is achieved through the acquisition of activities, which were already 
run by businesses, then growth is not an aspect of entrepreneurship (Davids- 
son, Delmar and Wiklund 2002). From these elaborations, it is then obvious 
that growth is an aspect of entrepreneurship if the term is understood as the 
creation of new economic activities. 
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The Concept of SMEs Growth 


In discussing firm growth, it is important to firstly define the term. Growth 
refers to a change in size or magnitude from one period of time to another 
(Wiklund 1998). Furthermore, when it comes to the growth of a firm, the term 
growth has two meanings: it sometimes merely denotes a change in amount 
and, at other times, implies an increase in size or improvement in quality 
(Penrose 1959). Just as researchers have often noted the heterogeneity of en- 
trepreneurship theories, they also assert that there is no single theory which 
can explain firm growth. Due to this dilemma, a large number of theories have 
been developed to explain aspects of SMEs growth. These theories can be 
distinguished according to the underlying assumptions they make about the 
growth process (Dobbs and Hamilton 2007). 

For instance, O’Farrell and Hitchens (1988) are among the authors who have 
reviewed theories of small firm growth. They identified four main groups of 
theories: the static equilibrium approach, the stochastic model, the strate- 
gic management approach, and the stages model. The recent review of SMEs 
growth conducted by Dobbs and Hamilton (2007) classified the available ap- 
proaches to the study of small business growth into six groups: stochastic, de- 
scriptive, evolutionary, resource-based, learning, and deterministic. 

It can be argued that each of these theories consists of logical concepts 
and assumptions, but most of them consistently share the same theoretical 
perspective. For example, the commonly mentioned theory is that of a stages 
model which is based on showing several stages through which most organ- 
isations pass. A few examples include the three-stage models (Smith, Mitch- 
ell and Summer 1985), the four-stage models (Quinn and Cameron 1983) and 
the five-stage models (Greiner 1972; Galbraith 1982; Churchill and Lewis 1983; 
Miller and Friesen 1984; Scott and Bruce 1987). These multistage models use 
various organisational characteristics to explain organisational growth and 
development. Collectively, these models suggest that the organisation may 
progress sequentially through major steps of development (e.g. birth, start-up, 
survival, growth and maturity). For instance, Masurel and Van Montfort (2006) 
focused their attention on analysing the differences between the subsequent 
stages in the life cycles of SMEs in the professional service sector. Their results 
reveal that firms do change over the course of their lifecycles from start-up to 
maturity. 

It has been observed that most of the theories that have theoretical firms as 
a point of departure have rarely proved to be accurate in the real sense of the 
word and, as such, they have added confusion in terms of understanding small 
firm growth (Ardichvili et al. 1998). Furthermore, none of these theories was 
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created for the specific purpose of analysing firm growth (Delmar and Wiklund 
2008; Davidsson and Wiklund 2000). For instance, most of the theories do not 
indicate how and when growth should be studied and, as a result, their ap- 
plicability to firm growth is questionable (Delmar 2000). This argument also 
corresponds to that of Gibb and Davies (1990) who assert that existing theories 
are inadequate when used as a basis for developing policy. Thus, despite the 
growing volume of applied research, our knowledge still lacks a body of theory 
capable of explaining firm growth (Dobbs and Hamilton 2007). 

The inability of the existing theories in explaining firm growth has led 
researchers to look for a different approach (Davidsson and Wiklund 2000). 
One of the common approaches is to utilise some of the theories grounded 
in real world firm conceptualisation, called empirical firm theories, by Seth 
and Thomas (1994). For example, Ardichvili et al. (1998) classified empirical 
growth studies into two groups, namely: factors of growth studies and growth 
process studies. The former can be labelled as a deterministic approach, and 
the latter as an evolutionary approach. Davidsson and Wiklund (2006) cate- 
gorised empirical growth studies into four groups, based on their underlying 
assumptions. Three groups belong to the deterministic approach while one 
group belongs to the process approach. Between these two approaches, the 
deterministic approach has gained popularity in entrepreneurship research. 
This approach focuses on identifying the set of explanatory variables relating 
to people, the firm and its industry that can explain firm growth (Dobbs and 
Hamilton 2007). 


Determinants of SMEs Growth 


The surveyed literature regarding the determinants of SMEs growth has shown 
that the factors that influence SMEs growth can be divided into internal and 
external factors (Dobbs and Hamilton 2007). External factors are those factors, 
which are outside the entrepreneur’s control. On the other hand, internal fac- 
tors relate directly to the entrepreneur and to specific firm characteristics. 


Empirical Research on SMEs Growth 


A number of studies have attempted to develop and test different factors that 
influence the performance of SMEs. For example, Davidsson (1991) developed 
a model of small firm performance in which the actual growth is seen to be 
the function of ability, need and opportunity. His findings suggest that need, 
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ability and opportunity can explain variation in the growth rates among small 
firms. Likewise, Storey (1994) made a substantial contribution in this area by 
reviewing previous studies on small firm performance and constructed a theo- 
retical framework to describe different types of factors that might influence 
the performance of small firms. He later concluded that there are three key 
influences upon the performance rate in small firms. These include: charac- 
teristics of the entrepreneurs and their access to resources, specific firm char- 
acteristics and types of strategy associated with growth. Similarly, Hall (1995) 
identified seven factors that may determine firm performance. These factors 
include the personal characteristics of the owner, the availability of outside as- 
sistance, motivation, strategic management, marketing policy, financial man- 
agement, and market characteristics 


Challenges Faced by SMEs 
Despite this acknowledged importance and sME contribution to economic 
growth, SMEs across the world and in Tanzania in particular, are still faced with 
numerous challenges that inhibit their business survival and performance. In 
support of this, previous studies (e.g. Muhammad et al. 2010; Foon et al. 2006) 
have identified various challenges facing SMEs in the World. These include low 
productivity, lack of managerial capabilities and financing, technology, heavy 
regulatory burden, and lack of access to formal business. According to Naicker 
(2006), problems experienced by sMEs can be categorised according to the 
nature and stage in which sMEs are currently in. Those constraints can be 
categorised as formal, informal, economic and others across different stages. 
The framework which identifies SME development trends based on an analysis 
of 35 empirical studies on constraints facing SME development in transition 
countries, found that more fundamental barriers in early stages are related to 
legal issues while more specific constraints related to human resources, and 
skill development characterise at later stages. Furthermore, researchers found 
that three formal constraints, taxes, policy instability and legal regulations, 
form a barrier for business development throughout the stages. This confirms 
a previous study conducted by Benzing, Chu, and Kara (2009) in Turkey, which 
found that the most serious problem facing entrepreneurs is confusion and 
complex tax system. In the same way, studies conducted in Africa argued that 
the principal challenges facing smEs include difficulty in accessing start-up 
capital, stringent credit conditionality, high interest rates on credit, inadequate 
government support for SMEs, the added expenses of corruption and bribery, 
a weak economy, limited access to financial capital, an inability to hire reliable 
employees, and too much competition (Gray, Cooley, and Lutabingwa 1997; 
Ivy 1997; Kiggundu 2002; Benzing, Chu, and Callanan 2005; Chu, Benzing, and 
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McGee 2007). It has, however, been observed that insufficient capital is still the 
major bottleneck faced by the SME operators (Lader, 1996; Abor and Quartey 
2010). According to a World Bank study, about go per cent of small enterprises 
surveyed stated that credit was a major constraint to new investment (Parker 
et al. 1995). Levy (1993) also found that there is limited access to financial re- 
sources available to smaller enterprises compared to larger organisations and 
this results in their low growth and development. This is largely contributed to 
the fact that SMEs have limited access to capital markets partly due to the per- 
ception of higher risk, informational barriers, the higher costs of intermedia- 
tion for smaller firms, the high interest rates, collateral requirements and the 
cumbersome processes have often been mentioned as the main impediments 
to SMEs (Biekpe 2004). Similarly, Orser et al. (2000) noted that unavailability 
or lack of information about alternative sources of finances and inability of 
SMEs to evaluate financing option were some of the major problems facing 
the SMEs. 

Apart from SME funding and access to finance, the GEM Reports (2001-2010) 
noted that South African SMEs suffer from poor management skills, which is a 
result of a lack of adequate training and education. In addition, Tushabonwe- 
Kazooba (2006) revealed that poor record-keeping and lack of basic business 
management experience and skills are major contributors to failure of small 
business. In fact, Ogunjiuba (2004) observed that several small-scale enter- 
prise operators are highly proficient in their technical field but are less well 
experienced in managerial competence. This may be part of the reasons for 
the longevity in their backwardness. Mbugua et al. (2013) found that (in)ad- 
equacy of availability of finances, good or poor business management skills, 
good or poor marketing and entrepreneurial attributes of the owner managers 
were statistically significant in determining growth or lack of growth of these 
enterprises. 

In Tanzania, SMEs are faced with unique problems including heavy costs 
of compliance resulting from their size. Other constraints include insufficient 
working premises and limited access to finance. In addition, Business Develop- 
ment Services, namely services related to entrepreneurship, business training, 
marketing, technology development, and information are underdeveloped 
and not readily available (URT 2002). On the other hand, sME operators lack 
information as well as appreciation for such services and can hardly afford to 
pay for the services. As a result, operators of the sector have rather low skills. 
Also, there is no umbrella association for SMEs. At the same time, the institu- 
tions and associations supporting SMEs are weak, fragmented and uncoordi- 
nated partly due to lack of clear guidance and policy for the development of 
the sector (URT 2002). 
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Methodology 


This exploratory study focused on micro and small wood furniture manufac- 
turers in Tanzania. The exploratory case studies were conducted in Dar es Sa- 
laam city and involved three owner-managers. The choice of the sector was 
based on their predominance in the micro and small manufacturing sector. 
Furthermore, this sector is not very import-dependent because most of the 
raw materials used are found in Tanzanian forests (Harding et al. 2002). Dar es 
Salaam City was selected because it is the largest commercial city in Tanzania, 
with more than 3 million people and most of the sMEs in this region. The three 
firms used for this study were purposely chosen on the author’s judgement of 
how well the firm related to the topic in question. Three criteria were used in 
trying to find suitable interviewees by the author's own judgement. These cri- 
teria are: the respondent has to be an owner-manager, the firm is considered to 
be successful, the awareness of the respondent in the area under study. In this 
study, we define a successful business as one that has been able to increase its 
firms’ assets and sales since its establishment. 

The main source of primary data was in-depth interviews with three owner- 
managers of wood furniture manufacturing. The interview guide consisted of 
the following set of questions: owner-manager’s personal demographic infor- 
mation, reasons behind establishment of the current business, firm specific 
factors, drivers for the firm’s success and challenges affecting business perfor- 
mance. The interviews lasted between two to three hours. Data analysis was 
qualitative, consisting mainly of making summaries and tables according to 
key issues and themes. 


Findings 


Personal Demographic Information of Owner-managers 
As shown in Table 10.1, the age of entrepreneurs range from 31 to 44 years. One 
owner-manager is a primary school leaver, one is a secondary school leaver, 
and one is a degree holder in Forestry Management. Moreover, the findings 
indicate that all owner-managers sampled have attended vocational training 
(carpentry education), offered by various colleges in Tanzania. Owner-man- 
agers in the case show a wide range of experiences. Two owner-managers had 
entrepreneurial experience prior to starting their current business. Likewise, 
all of them had managerial and industrial experience prior to starting their 
current business. All the owner-managers interviewed in the study are married 
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TABLE 10.3 Owner-managers: Key characteristics 


Characteristics Detail Number 


Owner-manager’s age 33 


35 
44 
Education level Primary school 


O-level secondary school 
A level secondary school 
Bachelor Degree 
SME category Micro enterprises 
Small enterprises 
Number of employees 1-4 


N e. Neme Om RF Fe ee eB 


5-10 


and have children. All three wood furniture enterprises sampled were in the 
micro- and small-size category and employ between four and ten workers (see 
Table 10.3). 

All firms sampled were established more than ten years ago. With regard to 
their legal framework, the results revealed that all sMEs interviewed operate as 
limited liability companies. 

The three owner-managers are running their business by themselves, work- 
ing full-time in the business, and are the primary decision makers in their own 
business. 


Motivation for Starting a Business 

The motivation for the interviewed owner-managers to start a business varied 
from need for independence, to make a living, to increasing personal income. 
One respondent felt that he enjoyed working better in his own business than 
working for somebody else. Another owner-manager had been pushed to start- 
ing a business because it was the only way he could survive. On the other hand, 
another respondent started a business because he was dissatisfied with the sal- 
ary he was getting from his previous employment. These motivating factors are 
not dissimilar to those given by researchers in both developed and developing 
economies (Mitchell 2004; Swierczek and Thai 2003; Kirkwood 2009; Isaga, Ma- 
surel, and Kees 2015). For example, Respondent Juma explains the motivation 
for starting a current business. 
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Juma is a graduate who comes from the Songea region in Tanzania. While 
studying, Juma also worked as a part-time employee in his uncle’s car- 
pentry business. After finishing his Bachelor’s degree, Juma got employed 
with a banking firm for five years before starting his current business. 
During the interview, Juma started to say that the main reason for start- 
ing his current business was the desire to be independent and to do 
the work he wanted to do most. Juma further noted that having been in- 
volved in the wood furniture business from the early age of ten to 23, 
he knows what the business environment is in that industry. Juma was 
convinced that before entering into that business he needed to investi- 
gate why foreign wood products are cheaper than local products and to 
raise some capital for his potential businesses. After his research, Juma 
decided to look for a paid job so that he could raise some money before 
starting his current business. While working at the bank, Juma managed 
to buy some wood works machines and save some money for starting his 
current business. Juma started his business while he was still working 
with the bank. However, organising and managing the firm next to his job 
in the bank became increasingly complicated and after three months he 
decided to quit the paid job and started working full time on his current 
business. Currently, the firm produces wood furniture and it is situated in 
a busy area in Dar es Salaam. The firm has an open workshop including 
a number of heavy sawing machines. The company also saws wood and 
parts for other furniture producers, as a paid service. The firm has also 
opened two showrooms in Dar es Salaam. The firm currently has fifteen 
workers. Three out of the fifteen have fixed employment contracts. His 
goal is now to expand the business and lay the groundwork for exporting 
the products. 


Drivers for SME Development 


Based on the in-depth interview among owner-managers of the three wood 


furniture businesses it became clear that their firms had grown in some way 


since their start-up. In fact, there was a significant increase in number of em- 


ployees, sales turnover, production, the value of the business and number of 


sawing machines. 


My business is growing, expanding to be more precise. It has been eleven 


years since I started out and I already own two workshops and one show 


room. 
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Hamisi started his business in Dar es Salaam in 2001 as a sole proprietor 
with a retail shop selling a variety of items. He moved to self-employment 
after completing secondary school education. After making a reasonable 
profit, in 2005, Hamisi decided to move into the furniture business be- 
cause the money in circulation in the furniture industry was higher than 
in the retail shop. He further argued that when you sell one wood furni- 
ture product the profit you make is far better than the profit you could 
be making in a retail shop for a month. The furniture business started 
to expand after winning a tender to supply office furniture and students’ 
desks to ten primary schools. The profit obtained from the tender was 
partly injected in the business and some was used to buy 20 acres of trees. 
He also employed his wife as an assistant manager and he employed one 
full-time employee. Since 2010, despite some ups and downs, the demand 
for his products has been increasing significantly. With the loan, profits 
and savings, the owner managed to buy three large machines and five 
small hand machines and moved to a larger premise. The machines en- 
abled him to produce furniture faster, and of higher quality than his local 
competitors. On the other hand, the larger premise enabled him to ac- 
commodate the expanded stock and machines. 


In summary, the research shows that the firms interviewed had grown or devel- 
oped in some way, and that there was a significant increase in the number of 
employees and firms’ assets from their start-up. Significantly, the findings also 
show that most of those employed were on permanent contracts. There are 
also signs that as the business develops, owner-managers make improvements 
in the benefits they put in place for employees, and increasingly they recognise 
the value to the business of putting these benefits in place. 

Moreover, self-determination, creativity, passion and respect for business 
were at least mentioned by all owner-managers interviewed as major driver for 
their success. Other success factors include the desire to fulfill family responsi- 
bilities, having more customers and trust. 


Challenges Affecting Their Business Performance 
There are a number of challenges that affect the development of the wood 
furniture business in Tanzania. From the interviews, lack of access to fi- 
nance, international competition and cheap imports, a problematic business 
environment, unreliable power supply and poor infrastructure were perceived 
as major factors affecting the performance of wood furniture enterprises in 
Tanzania. 
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With regard to the financial constraints, the respondents further expressed 
their deep concern about the difficult terms and stringent credit conditions 
of formal credits of the financial institutions in Tanzania. These constraints 
include high interest rates, prohibitive requirements of collateral, short or zero 
grace period and short repayment periods. Moreover, another respondent ar- 
gued that there are so many stringent procedures to be adhered to in order to 
obtain bank finance. Nevertheless, all interviewees felt that the best approach 
to finance their business was through internal financing. They all have a strong 
desire to avoid external financing whenever possible. 


I have seen how external financing affected my Uncle’s business and I 
don’t want to lose control of my firm or be burdened with the risk of 
debt or lose my house and put all my family in pressure because of the 
debt. I am comfortable to fund my firm’s expansion through internal 
funds. 


Previous studies (Gray, Cooley, and Lutabingwa 1997; Ivy 1997; Kiggundu 
2002; Benzing, Chu, and Callanan 2005; Chu, Benzing, and McGee 2007) have 
also noted the lack of access to external finance to be a major constraint to 
SMES. 

Furthermore, each owner-manager who was interviewed mentioned at 
least one problem associated with imported furniture. 


“And because of the imported furniture it is more difficult to get orders 
from the government offices. Most government agencies prefer imported 
furniture.” The owner wonders why the government is buying imported 
instead of local products — “people from the government usually say that 
they will buy furniture from Tanzania but I have never seen them actually 
buying local furniture.’ 


The effect of societal norms and practices regarding low-level trust between 
small SME owner-managers and customers in business operations were also 
cited to be among the challenges facing owner-managers. For example, the 
owner-managers were of the opinion that Chinese products that are exported 
to Africa are of low quality and lack durability. But he wonders why Tanzanian 
clients buy this lower quality Chinese furniture at a much higher price. From 
this finding, it is obvious that owner-managers of furniture enterprises in Tan- 
zania faced challenges related to the imported wood products. This is in line 
with the study conducted by Urban and Naidoo (2012) who both found that the 
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key challenges facing sMEs in most developing countries is meeting local and 
global competition from well-established businesses. 

Furthermore, the survival and performance of the SMEs may also be con- 
strained by environmental challenges such as an unfriendly business environ- 
ment, government’s legal and regulatory framework and developments in the 
wider economy. Regarding the business environment, the owner-managers 
were of the opinion that the business environment is not conducive for them 
to run their business successfully. In fact, the owner-managers blamed the gov- 
ernment for not playing its part on making an enabling environment to entre- 
preneurs. To them, they find the government to be more of a bottleneck than 
a support agency to entrepreneurship development in Tanzania. One of the 
respondents further noted that 


— “Most of the time when government officers come here, they are coming 
for their official issues. For example, an official from the municipality is in- 
terested in business registration or tax collection, a representative from the 
Ministry of Natural Resources is interested in inspecting the wood.” 

— “Inever see government officers coming here to talk or ask how the business 
is going or what problems I am facing.’ 

— “several times we have complained to the Tanzanian government about the 
high interest rate which is charged by commercial banks and asked the gov- 
ernment to establish a venture capital agency, which will enable the major- 
ity of us to secure external finance at reasonable rates but in vain.” 


Moreover, owner-managers who have been interviewed had difficulties in ac- 
cessing modern equipment, appropriate technologies, and access to the inter- 
national market. 


Conclusion and Recommendations 


The purpose of this paper was to investigate the challenges affecting entrepre- 
neurship development in Tanzania. A qualitative study comprising of three 
case studies on Tanzanian SMEs was conducted with the aspiration to describe 
the drivers of being entrepreneurs, drivers for SME development, and challeng- 
es affecting their business performance. The findings suggest that the motiva- 
tion for the interviewed owner-managers to start a business varied from their 
need for independence, to make a living, to increasing personal income. The 
findings also suggested that lack of access to finance, international competition, 
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and cheap imports, a problematic business environment, unreliable power sup- 
ply, and poor infrastructure were the major factors affecting the performance 
of wood furniture enterprises in Tanzania. Based on the findings, the following 
recommendations can be put forward to SME owner-managers and govern- 
ment and other agencies that assist SME development in Tanzania 


Owner-managers 
To minimise some of the challenges experienced by owner-managers of SMES, 
as revealed by this study, owner-managers should participate in networking 
discussions where they can share their experiences on business success and 
the challenges they are facing to run their businesses. Furthermore, SMEs are 
recommended to attend entrepreneurship and financial management training 
so as to enhance their competencies. 


Government 

The business environment needs to be one that will foster the growth of sMEs 
including the wood furniture business. However, the policymakers need to 
understand the business environment, which should be conducive to SMEs. 
Based on the findings, some of the issues that need to be addressed include 
the legal and regulatory framework, cheap imports and financial incentives 
to SMEs. Regarding the cheap imports the government should concentrate on 
creating policy and regulations that will promote products that are produced 
locally and encourage small firms to grow. The government should also devel- 
op a financial scheme that protects sMEs from high interest rates. 


Stakeholders 
This study noted that some non-governmental organisations are doing a com- 
mendable job in promoting SMEs. However, most of these organisations are 
rather weak, concentrated in urban areas and uncoordinated. This calls for 
linkages of the institutions supporting SMEs. 
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CHAPTER 11 


Institutional and Contextual Factors Effects 
on Entrepreneurship in Cameroon: The Case 
of the Transport Sector 


Francoise Okah-Efogo and Crescence Marie-France Okah-Atenga 


Introduction 


In Africa, whatever the considered age group, there are more entrepreneurs in 
the early stages of entrepreneurship than anywhere else in the world (Global 
Entrepreneurship Monitor (GEM) Report 2014). According to the GEM survey 
(2014), 55.57 per cent of the population between 18-64 years expresses entre- 
preneurial intentions in Cameroon. Similarly, 37.4 per cent of the same age 
population is in the early course of their business activity. Between 2014 and 
2015, total entrepreneurial activity has decreased in Cameroon (from 37.4 per 
cent to 25.4 per cent of all adults). Nonetheless, 61.1 per cent of the respon- 
dents think that entrepreneurship is a good career choice (GEM Report 2015). 
Furthermore, SMEs contribute to gross domestic product (GDP) at a level of 36 
per cent. 

According to the same surveys and to Okah Efogo and Timba (2015), more 
than 50 per cent of entrepreneurship activities are opportunity-driven. More- 
over, financing problems are the second factor hindering entrepreneurship, 
behind technology transfer issues. Yet, most articles and books published on 
entrepreneurship focus mainly on developed countries. This study partici- 
pates in bridging the gap. In this perspective, it has three purposes: namely, to 
identify the institutional and contextual factors that represent barriers and/or 
opportunities for entrepreneurship in theory; to assess their potential impact 
in the specific context of Cameroon; and to propose strategies to alleviate con- 
straints based on the experience of some enterprises. 

Specifically, this study is based on the case of three Cameroonian companies 
in the transport sector. To avoid negative publicity for these companies, we 
will call them company 1, company 2, and company 3. These companies have 
operated in Cameroon for 18 years, 17 years and u years, respectively. Their ac- 
tivities cover, respectively, the Centre, East, Littoral, North,! South, South-West 


1 Broader definition: Adamawa, Extreme-North and North. 
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and North-West regions. The different destinations allow for the capturing of 
cultural specificities and diversity in Cameroon, generally called “small Africa” 
(Tchawa 2012; Henry 2008). 

The choice of this sector is based on several facts. Firstly, the report 
TRANSTAT (2014) from the Ministry of Transport states that this sector plays 
an important role and has had an increasing contribution to the GDP between 
2009 and 2013 (33.33 per cent). But demographic growth and the resulting 
movements of populations from villages to towns or from one region to an- 
other, for economic purposes, induce the need for a better supply of transport 
services in terms of quantity and quality. 

Secondly, between 2006 and 2016, 466 persons (357 for the French version 
and 109 for the English version, Cameroon is bilingual) expressed their opinion 
on the quality of transport in Cameroon through an online survey on the Cam- 
eroonian Ministry of Transport website (last accessed on 2 May 2016). More 
than 60 per cent of them declare that the quality of transport is poor. This 
perception is corroborated in the TRANSTAT report, which shows that most of 
the vehicles operating in Cameroon are ten to 20 years old (75 per cent of new 
registrations, 83.4 per cent of re-registrations; Ministry of Transport 2014: 58). 
Despite the age of the vehicles, the number of accidents has decreased. The 
National Statistical Institute reports an increase in transport prices of 14.2 per 
cent in July 2014. 

Nevertheless, some enterprises offering transport services can be seen as 
success stories, given their long life span (more than 15 years). Therefore, a 
study on transport firms could help to shed light on barriers and opportuni- 
ties relating to entrepreneurship in Cameroon, to understand the managerial 
choices of entrepreneurs, and to highlight the influence of culture through 
passengers’ behaviour. 

Such a study is of both scientific and contextual interest. At the contex- 
tual level, the study highlights the institutional and cultural factors that in- 
fluence the development of enterprises in Cameroon. The goal is to identify 
weaknesses in the system of entrepreneurship promotion and to propose 
solutions that would improve the creation and survival of enterprises given 
the fact that they are important tools against poverty through job creation. 
On the scientific plan, the case studies enrich the literature on entrepreneur- 
ship in Africa, especially regarding the impact of institutional and contextual 
factors. 

The specifics of the Cameroonian business context are taken from a docu- 
mentary analysis. The main documents are legal documents (laws and oth- 
er legislation), periodic reports from national and international agencies 
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(Ministry of Transport, GEM and others) and other publications. The case 
study part is based on a semi-directive survey addressed to managers of the 
three selected companies. 

The remainder of this chapter is organised as follows: a brief introduction 
is followed by a look at the actual entrepreneurship context in Cameroon. We 
then underline the main opportunities and barriers and subsequently discuss 
the case of three transport companies. The chapter closes with a summary of 
our findings. 

The results should reveal that if the regulatory changes have simplified 
creation of enterprises in the transport sector, it remains that other factors 
including road infrastructure, financial needs, and the behaviour of different 
actors linked to the Cameroonian culture are likely to hinder entrepreneurship 
growth and survival. 


Global Environment of Entrepreneurship Development 
in Cameroon 


This section begins with a brief review of the influence of institutions and 
context on the propensity to undertake and on the effects of entrepreneur- 
ship. This helps to identify the main institutional elements to evaluate the at- 
tractiveness of the Cameroonian context for entrepreneurship in general, and 
more specifically in the transport sector. Hence, the section ends with a de- 
scription of the institutional context of entrepreneurship in Cameroon. 


A Brief Theoretical Review on Institutions, Context, and 

Entrepreneurship 
Since the work of Porter (1985), the environment of an enterprise has been 
identified as an important component of the performance of a company 
and specifically its competitiveness. This idea is also echoed by more recent 
authors (Niyonsaba 2013). With particular reference to the transport sector, 
Didier & Prud'homme (2007) note in their report that the activity is linked, 
among other things, to the physical, economic and institutional organiza- 
tion of the country. Economic theory of enterprise defines environment as 
all external forces that act and react in favour of or against the activity and 
health of a company. The usual taxonomy distinguishes three types of envi- 
ronments: the macro-environment, the meso-environment, and the microen- 
vironment. A less common classification can be represented by the following 
figure (Figure 11.1): 
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FIGURE 11.1 — Environment elements of enterprises 
SOURCE: BRESSY AND KONKUYT (2014) 


The environment elements of enterprise may be constraints or opportunities 
that are binding influences on entrepreneurship. Concerning the sociocultural 
environment, it is closely linked to the context and refers to lifestyles, moral 
and aesthetic values, and others that affect customers’ economic needs and 
behaviour. The institutional environment is the framework that established all 
the rules to which the company must comply (tax regulations, commercial, 
social, etc.). 

Theoretically, the beginnings of an institutional theory of entrepreneurship 
can be found in the work of Baumol (1990). He rejects the hypothesis that an 
invisible hand would ensure markets’ efficient functioning. He demonstrates 
that instruments leading to optimal entrepreneurship, i.e. innovative, sustain- 
able, and productive entrepreneurship, are very concrete steps. Precisely, gov- 
ernment actions should lead to an incentive-rich institutional environment. 
This task is realised through the establishment of rules of law, implementa- 
tion of tax arrangements, and the like. Baumol adds that institutions are the 
best levers for entrepreneurship development because they can be profoundly 
and rapidly changed (Pacitto et al. 2014). If the allocative effect of institutions 
on entrepreneurial activities has been validated by empirical studies (see 
for example the work of Sobel, 2008), Williamson (2000) qualifies this theo- 
ry by showing through a classification (Table 11.1) that institutions cannot be 
changed as quickly as suggested by Baumol (1990). 

Following Williamson (2000), Hwang and Powell (2005) spell out the ways 
and means for changing institutions. They identify three institutional change 
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TABLE 11.1 Speed of institutions replacement 


Type of institutions Time for change 


Embeddedness: informal institutions, customs, tradi- 100 to 1000 years 
tions, norms, religion 

Institutional environment: formal rules of the game — 10 to 100 years 
esp. property (polity, judiciary, bureaucracy) 

Governance: play of the game — esp. contracts (aligning 1 to 10 years 
governance structure with transactions) 

Resource allocation and employment (prices and quan- Continuous 
tities; incentive alignment) 


SOURCE: WILLIAMSON (2000: 596-600) 


processes. The first process involves extending the jurisdiction of a court. The 
second process is the creation or adoption of standards by a professional or 
technical group. The third method is the development of formal rules to assist 
some groups of workers/activities. 

Casson (1991) has contributed to the institutional theory of entrepreneur- 
ship. He emphasises the important role of the entrepreneurial environment 
and especially the impact of family networks. In the same vein, Marchesnay and 
Julien (2011) point out that territorial specificities, quality of infrastructure, and 
quality of state intervention to mobilise resources and supplement them with 
appropriate support are important for entrepreneurship. 

According to Boettke and Coyne (2009: 139), “institutions are the formal and 
informal rules governing human behavior (see North (1990, 1991)). Examples of 
formal rules include codified legal and political structures, as well as written 
rules such as constitutions. [...] Informal rules include culture, norms, conven- 
tions, and mores not backed by formal law, but by social custom” (Boettke and 
Coyne, 2009: 139). 

They add, following Shirley (2005, 2008) who defined institutional theory of 
entrepreneurship as including culture, informal rules, and formal institutions. 
Moreover, for them, institutions represent the most important factor before 
entrepreneurial resources and technology. This statement proves true both in 
the Schumpeterian hypothesis of entrepreneurship as well as in the Kirznerian 
assumption of entrepreneurship (Kirzner 1999). 

Empirically, Campbell (2007) says that the institutionalised environ- 
ment is measured through the regulatory role played by the state, the role of 
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industry, the role of NGOs, the role of associations, the role of the normative 
environment, and the role of communication with stakeholders. Many studies 
highlight the transmission channels of the effect of institutions on entrepre- 
neurship. They show that when the economic structure of institutions changes 
(globalisation, advent of new technologies, demographics, global competition, 
etc.), expected benefits from entrepreneurial opportunities change too (Acs 
and Audretsch 2001; Audretsch and Thurik 2001; Verheul et al. 2001). Specifical- 
ly, economic freedom, good currency, an appropriate regulation of credit, well- 
defined property rights, legal system, and stable laws attract and encourage 
productive entrepreneurship (Harper 2003; Bjornskov and Foss 2006; Nyström 
2008). In Africa, and particularly in Cameroon, some studies confirm the im- 
portance of the entrepreneurship environment (Niyonsaba 2013; Berrios 2013). 
By contrast, government presence (intervention) should be minimal (Bjorns- 
kov and Foss 2006; Nyström 2008). 

Finally, institutions, theoretically, have a role to play in entrepreneurship. 
They provide incentives for orientation of entrepreneurship towards innova- 
tive and productive activities instead of unproductive and evasive activities. 
Nevertheless, they can also hinder the emergence of a productive entrepre- 
neurship, hence the importance to change them. However, government pres- 
ence should be limited. 

The next section builds on this literature and proposes a review of Camer- 
oon’s institutional environment. 


An Illustration of Theoretical Highlights in the Cameroonian Context 
Two levels of analysis are implemented in this section. The first level concerns 
the entire entrepreneurial activity in Cameroon. The second level focuses 
exclusively on the transport sector. 


a) Cameroon’s Entrepreneurial Institutional Context 

In Cameroon, entrepreneurship is governed by a number of institutions and 
regulations. At the supranational level, there is a set of rules to ensure the 
harmonisation of business law in 17 African countries, including Cameroon 
(OHADA). At the national level, the institutional context has been marked by 
dynamism since the late 1990s. Nevertheless, rankings of international organ- 
isations present a mixed figure of the Cameroonian business environment 
(GEM Report 2015; World Bank Group 2015). 

Figures 11.2 and 11.3 illustrate the evaluation of Cameroon’s entrepreneurial 
context. Figure 11.2 suggests that efforts have been made in terms of electric- 
ity supply, construction permits, and starting a business (more than 50/100). 
Cameroon's efforts are deemed insufficient in relation to, for example, access 
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Starting a Business (77.41) 


Resolving Insolvency (36.46) Dealing with Construction Permits (54.79) 


Enforcing Contracts (42.69) Getting Electricity (60.95) 


Trading across Borders (15.99) 


Paying Taxes (36.34) 


Registering Property (38.17) 


Getting Credit (35) 


Protecting Minority Investors (43.33) 


FIGURE 11.2 Cameroonian business environment 
SOURCE: WORLD BANK GROUP (2015: 9) 
GEM ——— CAMEROON 


Entrepreneurial finance 
3-57 (46/62) 
9 


Cultural and social norms 


4.66 (34/62) 
Physical infrastructure 
5.07 (55/62) Koy 


Internal market burdens 


1-highly insufficient, 9-highly sufficient 


Government policies: 

support and relevance 

4.52 (21/62) 

Government policies: 


taxes and bureaucracy 
3-83 (32/62) 


Government 


or entry regulation 4.02 
(37/62) 


Internal market dynamics 
4.08 (52/62) 


Commercial and legal 
infrastructure 5.16 
(22/62) 


R&D transfer 3.64 
(39/62) 


FIGURE 11.3 Cameroonian business environment — GEM 


entrepreneurship 
programs 4.00 (26/62) 


Entrepreneurship 
education at school stage 
3.00 (31/62) 

Entrepreneurship 
education at post school 
stage 4.65 (26/62) 


SOURCE: GLOBAL ENTREPRENEURSHIP MONITOR (2016: 63) 


to credit, resolving insolvency problems, and payment of taxes. In figure 11.3, 
it appears that the Cameroonian government has made efforts with regard to 
physical infrastructure, entrepreneurship education, commercial and legal in- 
frastructure, and policy support and relevance. In those aspects, the score is 
fairly good (more than 4.5/9). 
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Between 2000 and 2016, many regulatory texts were voted on, adopted, and 
promulgated, while others were repealed. Notably, in April 2002, the invest- 
ment charter was enacted with orientations, among others, to promote “[...] 
entrepreneurship as a rating engine of Cameroon's creative potential, a prere- 
quisite for creating viable and competitive enterprises and a decisive factor for 
a lasting solution to unemployment and poverty”; to facilitate and promote 
investment and exports in line with the entrepreneurial potential and “the es- 
tablishment of attractive and incentives tax for investment, that would take 
into account, firstly, the specificity of the taxation of production equipment 
and, secondly, the requirements of competitiveness in exports”. This charter, 
revised in 2004 (Law n°2004-20, Ordinance n°og-001), repeals Ordinance n°go- 
001 of 29 January 1990 establishing the regime of the free zone in Cameroon, 
ratified by Act n°go-023 of 10 August 1990 and Ordinance n°go-007 of 8 Novem- 
ber 1990 relating to the investment Code in Cameroon. It defines an investor 
(art. 3) as “[...] any moral or physic Cameroonian or foreign legal resident or 
non-resident, who acquires an asset for its activity in anticipation of a return.” 

This charter clearly defines the state’s role (Ch. 3, Section 1, art. 8). Precise- 
ly, “State manages the nation, guarantees the right to justice and security to 
people and their property. [...] The State enacts laws and regulations, provides 
oversight, facilitation and regulation of social and economic activities, devel- 
opment of basic infrastructure and information, training, safety, and the sub- 
stitution for market failures.” 

On 8 December 2004, the Ministry of Small and Medium Enterprises, Social 
Economy and Handicraft (MINPMEESA) was established by Presidential De- 
cree N°2004/320 organising the government, as amended by Decree n°2011/408 
of 9 December 2011 and supplemented by Decree n°2013/169 of 27 May 2013. In 
2010, Law n°2010/001 of 13 April 2010 on the promotion of small and medium 
enterprises in Cameroon was adopted. This Law has recently been amended 
and supplemented by Law n°2015/o010 of 16 July 2015. This Law defines the con- 
cepts of very small business,? small business,* and medium business.® It also 


2 Cameroonian texts about laws and regulations can be found for instance in International 
Business Publications (Inc), Cameroon, Investment, Trade Laws and Regulations Handbook. 
Volume 1: Strategic Information and Regulations. This source provides annual updates. 

3 A very small business is a business that employs less than five persons and whose annual 
turnover excluding vaT does not exceed fifteen (15) million CFA francs. 

4 Asmall business is a business that employs between six and 20 persons and whose annual 
turnover excluding vaT exceeds fifteen (15) million cra francs, and does not exceed 250 mil- 
lion cra francs. 

5 A medium business is an enterprise employing between 21 and one hundred persons and 
whose annual turnover excluding vaT exceeds 100 million cra francs and does not exceed 
one billion cra francs. 
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specifies the conditions necessary to benefit from incentives to entrepreneur- 
ship. In particular, any company with capital held by at least by 51 per cent 
of Cameroonians can claim the benefits associated with promoting entrepre- 
neurship (Law n°2015/o10 of 16 July 2015, art.2 (new), al. 5). 

To the institutional apparel described above we add: the Law on the General 
Tax Code in Cameroon; the finance laws that have rendered obsolete some 
measures of the last investment code or have taken special measures to pro- 
mote certain investments or reinvestments of companies; Law n°2010/020 
(adopted December 21, 2010) on the organisation of leasing in Cameroon; the 
creation of an SME bank in June 201; the creation of the award subcontracting 
and partnership following the Decree n°002/PM of 15 February 2012 on the 
promotion of subcontracting for partnership contracts and contracts negotiat- 
ed under other investment incentives schemes; the Act establishing the Agen- 
cy for Investment Promotion as executing agency of the government policy 
on investment promotion; Decree n°2013/092 of 3 April 2013 establishing the 
agency for the promotion of SMEs (APME) under the technical supervision of 
the Ministry of sMEs and the financial supervision of the Ministry of Finance; 
Law n°2013/004 of 18 April 2013 laying down the incentives for private invest- 
ment in the Republic of Cameroon. 

If entrepreneurship in the transport services sector must comply with this 
global institutional framework, the fact remains that there are specific laws 
and regulations for this particular sector. 


b) Cameroon’s Entrepreneurial Institutional Context 
for the Transport Sector 

In the transport services sector, different acts have the strength of law and fix 
the formal rules of the game. At the national level, there is Law n°2001/015 of 
23 July 2001 to lay down conditions governing the activities of road carriers and 
transport agents. It repeals and replaces the Law n°go/o30 of 10 august 1990 
governing the same sector. There is also Decree n°2004/0607/PM of March 17 
to lay down conditions for the practice of the professions of road carrier and 
road transporter and the Decree n°2015/4209/PM of November 24 laying down 
the procedures for the exercise of certain powers transferred by the State to 
municipalities or urban communities in the organisation and management of 
urban public transport. The Law n°2015/018 of 31 December 2015 on commer- 
cial activity in Cameroon, which repealed and replaced the Law of 1990 relat- 
ing to the same matter, can be added to this legal framework. 

At the sub-regional level, the oHADA regulation (Council of Ministers of the 
Organisation for the Harmonisation of Business Law in Africa) and CEMAC are 
significant. Regarding OHADA, the Uniform Act on General Commercial Law, 
which has been revised in 2010, and the Uniform Act relating to Commercial 
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Companies and Economic Interest Group (AUDSCGIE), which has been re- 
vised in 2014, apply to commercial activities, among which transport services 
traders and auxiliary transporters activities. With regard to the CEMAC regula- 
tion, member countries have passed laws to harmonise certain aspects of trade 
in transport services in general, and land transport in particular. Table 1.2 be- 
low presents the major sub-regional texts. These texts are regulations. They 
must apply entirely to all countries in the region (cf. art 41 of CEMAC act). 
With this clarification, it should be noted that, according to article 2 of the 
Cameroonian Law of 23 July 2001, a road carrier is any individual or corporate 
body involved in conveying persons or goods by road as a business, using one 
or more vehicles which he owns or hires. In accordance with the same article, 
the transport agent is any individual or corporate body who is engaged in an 
activity that contributes to transporting persons and goods. There are several 
activities in the field of transport agents, like the management of a road trans- 
port terminal, running of a loading and off-loading operation at a road trans- 
port terminal, moving and delivery of parcels, and the bunking and debunking 
of goods (more details in Decree n°2004/0607/PM of 17 March 2004; art.2). 
The Law of 2001 also determines who has the right to exercise road trans- 
port activities and/or transport agent activities. Any individual or corporate 
body may exercise these activities, if s/he has the legal capacity to trade. 
Foreigners can also carry out that activity if, in their own country, Cameroo- 
nians can do the same (principle of reciprocity). Finally, the analysis of this 
subsection seems to support the idea that institutions can play an undeniable 


TABLE 11.2 Sub-regional texts applying to the transport sector 


Transport 1. Regulation N°g/00/CEMAC-067-CM-04 of 20 July 2000 
Services adopting the Integrated and Priority Road System in CEMAC 
2. Regulation N°4/01-UEAC-089-CM-06 adopting the revised 
Community Code of the road (03/08/2001) 
3. Regulation N°2/99/UEAC-CM-654 regulating the transport 
of dangerous goods by road in UDEAC/CEMAC 
4. Community Regulation on conditions for the exercise of 
maritime professions and auxiliary transport professions 
(1998) 
5. Regulation N°15/03-UEAC-612-CM-11 adopting the regula- 
tion on conditions of access to the profession of Interstate 
General Cargo Road Carrier (12/12/2003) 


SOURCE: CEMAC: PORTAIL DE LA CEMAC (WWW.CEMAC.INT) 
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incentive role, especially since the bulk of entrepreneurship in Cameroon is 
opportunity-driven (Okah-Efogo and Timba 2015; GEM 2015). Rules can then 
be modified to create opportunities in priority and productive markets. As an 
instrument of economic growth and regional integration, the transport servic- 
es sector is one of the priority sectors in Cameroon. The next section focuses 
on institutional barriers that must be lifted to promote entrepreneurship in 
the transport sector. 


Contextual Opportunities and Barriers in the Transport Sector 


This section is based on the laws and regulations in force and aims to evaluate 
opportunities and barriers to entrepreneurship in the transport sector. It also 
refers to the results of interviews with three road carriers companies to illus- 
trate some of the underlined points. 


Contextual Opportunities 

Opportunities offered by the Cameroonian context are primarily related to 
the dynamism of the legal and regulatory framework that shapes investment 
and promotion of sMEs. Indeed, SMEs are considered one of the engines of 
economic growth and increasing importance is given to them in sectoral de- 
velopment strategies. Since 2000, a number of texts have been accepted by 
Government to improve the investment climate in Cameroon and especially 
to promote the development and survival of SMEs. Those efforts are acknowl- 
edged by reports that evaluate the entrepreneurship environment in Camer- 
oon (GEM 2015; World Bank Group 2015). Nonetheless, there is more to be done. 

Another opportunity lies in the liberty of the exercise of commercial activi- 
ties in Cameroon. Indeed, the Cameroonian constitution has placed no restric- 
tions on the possibility of a person to engage in a commercial activity. If one 
refers to the old Law n°go/o31 of 10 August 1990 on trading activity in Camer- 
oon, it is clear from its provisions that any natural or corporate body may freely 
engage in business in Cameroon. In this sense, article 6 of that Act argued that 
“commercial enterprises duly established in Cameroon freely determine their 
political [sic] production, distribution and marketing, in compliance with laws 
and regulations.’ Similarly, Article 12 of the Act adds that “the prices of goods 
and services are freely determined by competition on the market subject to 
restrictions [...] hitting certain anti-competitive practices.” The Law of 1990, 
however, raised some restrictions regarding foreign persons and protection of 
consumers. In order to conduct business, foreigners must obtain a licence. As 
for consumers, they benefited from protection measures against professionals. 
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Law n°2015/018 of 31 December 2015 relating to trade activity in Cameroon 
repealed the 1990 Law. But this new law maintained the principle of freedom 
in the exercise of trade activities in Cameroon as well as restrictions on for- 
eigners. It also strengthened consumer protection. It follows that access to a 
profession such as road carriers or transport agents is greatly facilitated by the 
rules. Moreover, a road carrier or transport agent business is likely to generate 
a profit for whoever engages in it. 

Another opportunity lies in the campaign of road renovation and road 
building. It should be noted that Cameroon is renovating its road network in 
order to overcome the lack of and poor condition of its roads. For this purpose, 
the government created the Road Funds, which role was initially designed to 
fund protection national road heritage programs, prevention programs, and 
safety and road maintenance programs. In 2004, a Law extended the terms of 
this facility to the field of financing the rehabilitation and remodeling of roads. 
The Road Fund derives its resources from, among others, road tolls and from 
other resources that collect and transfer funds under the responsibility of the 
Highway Revenue Enhancement Program (tolls, penalties and axle tax). To 
achieve its mission, it works in synergy with donors and the Ministry of Public 
Works. Following this collaboration, many achievements have been made in 
the road sector. 

As an illustration, it appears from the results of the implementation of 
the 2014 budget of the Ministry of Public Works, that 249 km of roads have 
been rehabilitated in the national territory.” The same document shows that 
since January 2014, 14 km of new roads have been built. Moreover, several 
motorway construction projects were set up by the government, including the 
Yaounde-Douala and Yaounde-Nsimalen highways. The project of asphalting 
the Kumba-Mamfe road was established and asphalting roads that open up 
the Cameroon production basins and borders with neighbouring countries 
(corridors Douala-Bangui, Douala-Ndjamena, Bamenda-Enugu, Sangmélima- 
Djoum-Congo frontier) have been pursued. 

Finally, institutional dynamism, freedom to engage in entrepreneurship, 
emergence of new roads, and rehabilitation of old ones should open up the 
market by creating a need to transport people and goods in new areas. This 


6 There is a specific law for the protection of consumers, namely the Law n°2011/012 of 6 May 
2011 relating to consumer protection in Cameroon. It repealed the Law of 1990 that existed on 
the matter. 

7 Fonds Routier report (2014: 7). 
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need for transport services could be filled by the creation of new transport 
enterprises and/or extension of existing business activities in the field. 


Contextual Barriers in the Transport Sector 
This sub-section presents the diverse institutional and contextual barriers to 
entrepreneurship in the transport sector. 


a) Administrative Requirements for Road Carriers Activities 

To pursue the occupation of road transport operator, an entrepreneur has 
to obtain a road carriers’ licence from the Transport Minister and a blue 
card. The road carriers’ licence is personal, so it cannot be lent, transferred, 
or rented. This means that, if the holder dies, any individual taking over the 
business must get his/her own licence. The blue card permits its holder to 
use a vehicle for business. This document can be demanded during roadside 
checks. 

The road carriers’ licence contains important information. For example, 
the passenger transport licence specifies the areas and/or the routes in which 
transportation is authorised (art.7). According to the decree of 17 March 2004, 
there are two kinds of road carriers’ licences: ordinary licences and special li- 
cences. There are four categories of ordinary licences: 


> Category I: granted for urban and peri-urban transport services with a seat- 
ing capacity of a maximum of ten seats, including the driver’s seat; 

> Category 11: granted for intercity passenger bus services with a seating ca- 
pacity of a minimum of eleven seats; 

+ Category III: granted for freight transport services with a gross vehicle 
weight of more than 3.5 tons; 

+ Category Iv: granted for mixed transport services with a gross vehicle weight 
equal to or less than 3.5 tons. 


There are three categories of special licences: 


> Category sı: granted for urban bus transport; 

+ Category s2: granted for urban transport service by motor cycle taxi in peri- 
urban and rural areas; 

+ Category s3: granted for funeral transport service. 


In accordance with the provisions of articles 13 and 14 of Decree n° 
2015/4209/PM of 24 November, the granting of category 1 ordinary licences, 
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special licences (categories Sı and S2) and relating blue cards, is now the re- 
sponsibility of urban communities and municipalities. 

The granting of a licence is subject to an application file. According to ar- 
ticle 6 of a decree of 2004, the file must include: 


> A stamped application form, a sample of which shall be provided by the 
transport service; 

> A certified true copy of the identity card of the applicant or the manager of 
the corporate body; 

> A certificate of nationality for foreign persons (subject to the reciprocity 
principle); 

> An updated copy of articles of association, if the applicant is a corporate 
body; 

+ A receipt attesting to payment of the fee corresponding to the category of 
the licence applied for. 


The applicant must add proof of his/her technical and financial capacity. S/he 
must also show a certificate of non-conviction. The rates of fees applicable for 
the issue of road transport licences are determined by article 10 of the decree 
of 2004, following Table 11.3 below: 

Before granting a licence, the administration will check on the applicant’s 
character and that s/he possesses the necessary technical and financial capac- 
ity. With regards to character, the administration will check the criminal re- 
cord of the applicant. Examination is favourable when the applicant or the 
manager of the company has not been subject to a sentence banning him/her 
from practicing a public profession. 

An individual fulfils the technical capacity requirement when s/he is the 
permanent manager of the transport activity in question and holds the neces- 
sary professional qualifications (art. 8 of decree of 2004). This file certifies that 
an applicant has knowledge in the field of management issues, road transport 
regulations, labour regulations, and road safety rules. If an applicant does not 


TABLE 11.3 Categories of road transport licences fees 


Categories of licence Rate of fees 


Category I, Categories S2 et S3 7,500 FCFA 
Category I1, 111 and Iv, Category S1 15,000 FCFA 


SOURCE: DECREE N°2004/0607/PM OF 17 MARCH 2004 (ART. 10) 
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have this document, s/he must show proof of at least five years of practical 
experience in a managerial position within a transport company. 

In terms of financial capacity, an applicant must prove that s/he possesses 
vehicles or show proof that s/he owns equity capital and reserves amounting 
to 1.5 million FCFA for a license in category 11 or 10 million FCFA for a licence 
in categories 111 or S1. After the granting of the road carrier’s licence, the Trans- 
port Administration must register the document in its database. 

Beyond the administrative documents required and proof of sufficient fi- 
nancial and technical resources, it should be noted that the decision to issue a 
licence is subjective, insofar as the competent authority evaluates the request 
based on transportation needs in the national territory. This is clear from ar- 
ticle 8 of the 2001 Act and suggests that a licence may be refused if it is to al- 
low somebody to carry out transport activities in a geographical area where 
there is no demand for such a service. It is therefore a way of directing road 
transport activities to areas that have insufficient transport services. Hence, 
there is more chance of getting a licence if an entrepreneur wants to organise 
transport in remote areas where road carriers are scarce. 


b) Administrative Prerequisites for Transport Agent Activities 
According to article 12 of the decree of 2004, road transport agent activity shall 
fall into two classes: transport agents for urban and intercity passengers and 
freight transport agents. In the first class are activities such as urban/intercity 
road passenger terminal or travel managers in urban and/or intercity transport 
terminals. In the second class are activities like road freight terminal managers, 
bulking agents, or movers. 

Access to the business of transport agent is subjected to the issue of an au- 
thorisation by the Ministry of Transport. Subsequently, the authorisation is 
registered by the administration. It is important to note that authorisation is 
personal, so it cannot be transferred to another person. In addition, authori- 
sation contains important information, such as the route or the zone where 
transportation is authorised. Any person who wants to become a road trans- 
port agent must submit a file comprising: 


> A stamped application; 

> A certified copy of the national identity card of the applicant or the man- 
ager if the applicant is a corporate body; 

> A certificate of nationality for foreigners; 

> A certificate of non-conviction (it is important to establish that the appli- 
cant is of good character); 

> A receipt attesting to the payment of the required fees. 
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The 2004 decree requires persons who want to manage road transport termi- 
nals to submit other documents; specifically: 


> A certified copy of an ownership certificate, a lease contract for the site or a 
management concession agreement; 

+ A site development plan comprising a parking lot for vehicles waiting to 
be loaded, a boarding lobby, one or more counters, a travellers lounge, a 
rest room for drivers, administrative offices, public toilets, a fence, a security 
gate, and a water point. 


The applicant must also submit certified copies of the vehicles licences and 
the public transport licence of vehicles that will be used in the terminal, if s/he 
wishes to operate in a private road terminal. 

It is important to note that the issue of authorisation is subject to payment 
of fees, the rate of which is fixed by article 15 of the decree of 2004 (Table 1.4). 


c) Other Constraints Linked to Transport Activities 

Vehicles that are used in the transportation of goods or persons are subject to 
checks during the trip. In such a situation, the driver must present a number 
of administrative documents, including personal documents (driving licence) 
and the contract that the driver of the vehicle sets has, and documents related 
to transportation, including the consignment note in the case of freight trans- 
port and a road slip in the case of passenger transport. The consignment is a 


TABLE 11.4 Rates of fees depending on categories of authorisation 


Categories of authorisations Rate of fees in FCFA 


Authorisation to manage urban road transport terminal 100,000 


Authorisation to manage an intercity passenger 200,000 
transport terminal 

Authorisation to manage travels within urban or 50,000 
intercity transport terminals 

Authorisation to manage a road freight terminal 500,000 
Authorisation for road freight transport operators 500,000 
Authorisation for bulking agent 100,000 
Authorisation for parcel service operator 50,000 
Authorisation for mover 100,000 


SOURCE: DECREE N°2004/0607/PM OF 17 MARCH 2004 (ART. 12) 
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mandatory document for carriage of goods. This is, according to article 2c of 
the Act of July 2001, a road contract between the shipper of the goods and the 
public road carrier. The road slip is a document that embodies the list of pas- 
sengers transported by the carrier in its vehicle. 

The driver must also submit documents relating to the vehicle, including 
the blue card, the technical inspection, the licence, the insurance policy, and 
the vehicle registration. During his trips, the driver must observe traffic rules, 
including speed limits, limitations on cargo weight or the authorised number 
of persons transported by vehicle type. Similarly, s/he must fulfill certain ex- 
penses such as tolls, and fees charged for the consignment and for the road slip. 
The entrepreneur must ensure the maintenance of the vehicle, show adequate 
hygiene and sanitation, and adequate operational quality of the machine. In- 
deed, the 2001 Act requires vehicles used for the transport of persons or goods 
to meet certain minimum safety standards. 

In this regard, the three companies we interviewed all indicated that they 
were generally asked for the national identity card of the driver and users, the 
driving licence of the driver, and the complete record of the vehicle. As for 
expenses related to vehicle maintenance, the transport companies assess the 
maintenance expenditure to be over 500,000 FCFA per month. Respondents 
also note that for each trip, with an average of 60 trips per month per vehicle,® 
we should add toll charges, fuel costs, driver and conveyor meal as well as 
“travelling expenses”. So, there is significant financial need for the survival of a 
transport company. 


d) Sanctions Linked to Failure 

Illegally carrying on the business of road carriers or transport agent is an of- 
fence against the Law of 2001. According to article 13 of this Law, illegal prac- 
tices that can be punished are: engaging in the business of road carriers or 
transport agent without the prior granting of a licence or an authorisation; op- 
erating with a hired, lent, ceded or transferred licence or authorisation; using a 
private vehicle for the transportation of persons or goods for commercial pur- 
poses; and doing interurban or international transportation of goods or per- 
sons without mandatory consignment note or waybill. It is the responsibility 
of sworn officials of the service of the Transport Ministry to record the offences 
in a report.? After this, the document is transferred to the legal department and 
the Ministry of Transport. 


8 It means, on average, two travels by bus a day for a month of 30 days in Company 1, three 
bus trips daily for Company 2 and one bus trip daily for Company 3. 
9 However, the legal department and judicial police officers, with wide powers, can also do it. 
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It is important to note that any persons illegally carrying on the business of 
road carriers or transport agent shall be punished with imprisonment of up to 
six months or with a fine of between 500,000 and 5 million FCFA, or both. In 
the case of a repeat offence, the penalties may be doubled. It should be noted 
that these penalties relate to individuals; the punishment of corporate bodies 
seems to have been overlooked in the Law of 2001. 

In addition, any persons who violate the provisions of the Law of 2001 and 
its implementation instruments may be subject to an administrative punish- 
ment, such as the suspension of the use of a licence or authorisation for a pe- 
riod not exceeding one year. The administration can order the withdrawal of 
a licence or authorisation under certain conditions resulting from article 15 of 
the Law of 2001. This generally occurs when the court orders the liquidation 
of the holder or following repeat offending that has previously resulted in the 
temporary suspension of a licence. 


e) Road Infrastructure 

Road infrastructures also constitute a serious impediment to trade in long- 
distance transport operations. This has been confirmed by the interviewed 
companies who, in response to the question: according to you what is the 
impact of road quality on your activity? declare that the roads are bad and 
considerably reduce cars’ speed and the number of trips. Better quality roads 
affect destination choices positively. This is confirmed by the respondents 
who, answering the question: why do you choose those destinations? point out 
the quality of roads and the availability of customers. 

According to the Fonds Routier (Road Fund) Report of 2014, the national 
road network in Cameroon covers about 121,424 km, of which 21,973 km con- 
stitute the priority network and nearly 100,241 km is a rural network. Regard- 
ing the characteristics of the road network, it emerges from the report that, in 
relation to the priority national network, 6,110 km of roads are paved and 15,863 
km of roads are unpaved.!° 80 per cent of traffic is on the priority network." 
The road network of Cameroon is insufficient; hence, the Growth and Employ- 
ment Strategy Paper (GESP) calls for an increase in the extent of tarred roads 
in Cameroon to 8,500 km,!? to be among the objectives to be achieved by the 
government in 2020. 


10 Fonds Routier report (2014: 24). 

11 Ibid.: 24. 

12 Ibid.: 7. In 2000, the road network spanned 50,000 km, including 4048 km of paved road; 
18,016 km of classified gravel road and 27,936 km of rural road (Ministry of Public Works, 
Road network in 2000/2001, Publication of the Directorate of Roads). 
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f) Corruption 

Corruption can be defined as the misuse of a function. It is passive when 
someone is open to being bought through offers, promises, donations, pres- 
ents or anything of value to perform or to abstain from an act. It is active when 
a person pays for the complacency of a professional. Several articles of the 
Cameroonian Penal Code set out the sanctions for such practices, such as Sec- 
tions 134 and 161, which target official corruption, or Section 312, which relates 
to employee corruption. 

Corruption is a constraint for road carriers. Concretely, corruption may be 
used by a road carrier to speed up administrative investigations into his/her 
case or to escape the effects of the Law, especially in relation to offences against 
laws and regulations. A report by the National Anti-Corruption Commission 
(NACC) on the fight against corruption in Cameroon, published in 2013, reveals 
the existence of corruption in the road transport sector. Indeed, it is clear from 
this report that road carriers engage in corruption when faced with a check 
by the authorities and they find themselves without the necessary documents 
(outdated technical visit, absence of driving licence, etc.). Besides the fact that 
this practice endangers the safety of conveyed persons or transported things, it 
also results in shortfalls for the state. 

Another example of corruption was revealed following a mission conducted 
by the Monitoring and Evaluation Committee of the NAcc in November 2013 
at selected weighing stations. Here it was noted that protection of the road 
“is undermined by officials and other servants of weighing stations that have 
established a real fraud network involving a chain of stakeholders whose most 
prominent are: business leaders, smugglers, employees in these companies, the 
heads of weighing stations, operators of computers and the law enforcement 
forces weighing stations”.!3 As an illustration, it has been observed at Mandjou 
weighing station that the computer was manipulated to produce fraudulent 
outcomes.!4 

To overcome these findings, the Road Fund noted in its report in 2014 
that it was necessary to set up automated toll stations in 14 tolls positions 
with revenues less than the amount of traffic carried on the axes they cover 
(Table 11.5):15 


13 CONAC, Rapport sur l'état de la lutte contre la corruption au Cameroun (2013: 45). 
14 Ibid: 45. 
15 The project is in progress. Cf. Fonds Routier Report (2014: 47). 
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TABLE 11.5 Axes identified to need automated toll stations 


Positions Axes 


Mbankomo (Pilot Post) Yaoundé - Mbankomo 


Tiko Douala — Mutenguene 
Edea Edéa-Douala — Edéa 
Mbanga Douala — Mbanga 
Manjo Mbanga — Manjo 
Mboumnyebel Edéa — Mboumnyebel 
Nsimalen Yaoundé — Mbalmayo 
Nkometou Yaoundé — Obala 

Bafia Obala — Bafia 
Bayangam Bangangté — Bafoussam 
Foumbot Bafoussam — Foumbot 
Bandja Bafang — Bafoussam 
Matazem Bafoussam — Bamenda 
Dschang Dschang — Bamougoum 


SOURCE: FONDS ROUTIER (2014: 47) 


g) Prices to be Paid to the Administration, Fuel Prices 

and Consumer Income 
A final constraint is due to the combination of three elements, namely, fees 
to be paid to the administration, fuel prices, and the purchasing power of 
customers. 

Regarding the first point, it should be noted that fees for transport services 
are, in principle, traded oTc (“over-the-counter”). Very often, they are set uni- 
laterally by the road carrier. Given this state of affairs, the Ministry of Trade, 
after negotiations with the transport unions, fixes a maximum tariff that the 
carrier must not exceed when setting its prices. This intervention is in the form 
of an Order. In 1990, for example, an order was issued to achieve this goal. Pric- 
es have been revised upwards by Order n°ooo6/MINCOMMERCE of 8 March 
2005 harmonising urban transport fares for taxis and intercity buses and 
coaches throughout the country. Recently, this 2005 Order was revised, with a 
new Order of g July 2014, and the maximum price was increased. Generally, the 
maximum tariffs established by the Minister reflect the price of fuel (petrol, 
diesel). The higher tariffs adopted in 2014 were due to increased fuel prices. 

Finally, it should be noted that the public transport prices must also con- 
sider the customer purchasing power. Indeed, customers choose the carrier 
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depending on their financial capacity. But in a country where the guaranteed 
minimum wage (minimum wage) amounts to 36,270 FCFA per month (or the 
equivalent to €55 in 2016), with per capita gross domestic product (GDP) equal 
to $US 1,405, prices in the transport sector may not exceed a certain limit. With 
regard to this issue, the interviewed companies declare that their prices are 
cheap (Company 1), realistic (Company 2) or reasonable (Company 3). 


Lessons from Three Cameroonian Case Studies in 
the Transport Sector 


This section intends presents respondents from three transport service firms 
active in Cameroon for more than ten years. All of the companies started with 
SME status, in accordance with the definition of MINPMEESA presented above. 
Today, according to their own statements, they are big businesses and, in this 
section, they present their experiences with regard to perceptions of rules and 
laws, difficulties encountered, and proposed solutions. 

Regarding the relationship of these companies with the law and rules, Com- 
pany 1 (established in 2005), Company 2 (established in 1998) and Company 
3 (established in 1999) have all declared that they have the necessary licence, 
they respect speed limits, and the number of people permitted in their cars. 
Respondents also proved their knowledge of required documents as well as 
penalties for non-submission of this paperwork. They do not complain about 
the formal institutional framework in the transport sector. This suggests that 
there have been concrete improvements that promote entrepreneurship in 
this sector. 

The case studies corroborate the theoretical investigations regarding con- 
straints. While the companies discussed the costs of entry into the market 
(more than 60 million FCFA, or €91,000 at the current exchange rate), the bad 
quality of roads, insufficient number of means of transportation, low access 
to finance, low profitability of the business (Company 2), competition from 
illegal road carriers (Company 1), harassment from authorities (Company 3) 
and the attitude of users were all mentioned. Yet, it seems that the abundance 
of taxes to be paid and harassment by the authorities are their major problems. 

The main solutions proposed are increasing customers and reducing taxes. 
Regarding the increase in the number of customers, the companies intend to 
achieve this through a marketing strategy based on the loyalty of existing cus- 
tomers and seeking new customers through the acquisition of new rolling stock 
(Company 1), the choice of shorter travel destinations, the use of advertising 
and the choice of high-density travel destinations guaranteeing a significant 
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number of customers (Company 1; Company 2), and customers’ segmentation 
(Company 3). Company 2 focuses on staff training and recruitment of qualified 
personnel able to effectively manage the company. 

What, then, can we learn from these examples? Firstly, despite the con- 
straints, a company can survive in this sector, and even grow and survive for 
more than ten years. Secondly, the regulatory and legal framework in this sec- 
tor is dynamic enough to adapt to the new opportunities and constraints re- 
lated to promoting sMEs. Thirdly, the rehabilitation of the road network and 
construction of new roads will open up new opportunities in this sector in 
Cameroon. Fourthly, innovation in services and the quality of these services 
are a corporate survival mechanism in this sector. Indeed, competition from 
other companies is a catalyst for companies to reinvent themselves and offer 
good quality services (departure on time, safety, reduced accidents, etc.). 


Summary and Recommendations 


The goal of this paper was to identify institutional and contextual weaknesses 
in the system of entrepreneurship promotion in Cameroon and to propose so- 
lutions that would improve the creation and survival of enterprises, given the 
fact that they are important tools against poverty through job creation. We fo- 
cused specifically on the transport services sector and the results of interviews 
with three transport services companies. 

Our analysis shows that the regulatory and legal framework for entrepre- 
neurship in general and transport in particular is dynamic. Following the third 
process identified by Hwang and Powell (2005), this framework continuously 
changes to adapt to new entrepreneurial needs in Cameroon. We also find, in 
line with the literature, that the Cameroonian institutional framework could 
reallocate entrepreneurship towards areas in need of transport services. We 
also found that infrastructure rehabilitation and construction will create new 
opportunities in the road carrier sector and provide incentives to invest in this 
area of activities. Companies can indeed be innovative and propose good qual- 
ity services to deal with competition from other companies. However, the com- 
panies working in this sector suggest that the problem of illegal road carriers, 
corruption, and the problem of numerous taxes should be urgently addressed. 
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CHAPTER 12 


Dangote Cement: The Challenges of 
Pan-African Expansion 


Akinyinka Akinyoade and Chibuike Uche 


Introduction 


Dangote Cement is the largest company quoted on the Nigerian Stock Ex- 
change. In 2016, it accounted for 32 per cent of the equities capitalisation in 
the Exchange.! The company was founded by Aliko Dangote, who has an en- 
trepreneurial pedigree. Aliko Dangote was born in 1957. Incidentally, it was 
in the same year that the Nigerian Cement Company (NCC), the first cement 
production company in Nigeria, commenced operations (Akinyoade and Uche 
2016). His father, Mohammed Dangote, was a business associate of Alhassan 
Dantata, who was the richest African during the colonial era (Forrest 1994: 215). 
His mother, Mariya Sanusi Dantata, was the eldest daughter of one of Alhassan 
Dantata’s sons, Sanusi Dantata, a major groundnut merchant in Kano. After 
the death of Mohammed Dangote in 1963, Aliko was brought up by his ma- 
ternal grandfather, Sanusi Dantata. As a child, Aliko showed keen interest in 
entrepreneurship. As a primary school student, he sold candies (sweets) for 
profit (Anyansi-Archibong and Anyansi 2014: 276). Through his association 
with his maternal grandfather, Dangote quickly learnt that in Nigeria, “politics 
and business are closely related” (Fayemiwo and Neal 2013). 

Dangote started his career by working as a store manager for his grandfather. 
In 1976, he established his own business specialising in cement and commod- 
ity trading. This was done with a loan of N500,000.00 from his grandfather. This 
business venture proved to be extremely profitable, making it possible for him 
to pay back the loan within three months (Ogbor, 2009: 276). This period coin- 
cided with the era of rapid growth in cement demand in Nigeria. This growth 
was fuelled by the reconstruction needs of the country as a consequence of 
the Nigerian Civil War (1967-1970) and the decision of the government to host 
the Second World Black and African Festival of Arts and Culture (FESTAC) in 


1 This Day, 9 March 2016, downloaded from <https://www.thisdaylive.com/index.php/2016/ 
03/09/dangote-group-controls-43-of-nigerian-stock-market/> on 17 February 2017. 
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1977 (Cf. Kulla 1976). Widespread corruption, however, ensured that the entire 
cement importation process became riddled with fraud (See Federal Republic 
of Nigeria 1976: 12; Forrest 1992: 57). 

In 1977, Aliko Dangote moved to Lagos, where he continued his rapidly 
growing trading business and, by the early 1980s, Dangote had become the larg- 
est importer of sugar in Nigeria (Forrest 1994: 215). 

Although Dangote was making money from the importation of various 
commodities he never lost sight of the fact that, given the population of the 
country and the abundance of natural resources, localising the production of 
some of the imported commodities could be more profitable for his company 
and also more beneficial to the Nigerian government.” This was particularly 
true for cement. Its low cost and high bulk nature made it an extremely prom- 
ising industry for local production. Cement production is, however, capital 
intensive (Pan African Capital Research PLC 2011). Investors therefore require 
some degree of political and economic stability in a country before making 
huge investments in such an industry (Ugoh 1966). 

Although foreign investors were enthusiastic about investing in the Nigerian 
cement industry in the 1960s, this waned in the 1970s, especially after the indi- 
genisation Decrees of 1972 and 1977 were promulgated. The Shagari adminis- 
tration (1979-2003) subsequently reversed the indigenisation policy (Onwuka 
1992: 80). Despite this policy reversal, multinational companies still chose to 
exercise caution when it came to establishing new cement plants. The result 
was that, between 1980 and 2000, no new cement company was established 
in Nigeria (Mojekwu et al. 2012). Despite this, cement demand in the country 
continued to increase, resulting in the importation of more cement into the 
country. In 1990, for instance, 23 per cent of the 3.9 million metric tons of ce- 
ment consumed in the country was imported, while by 2000, 59.3 per cent of 
the 5.6 million metric tons of cement consumed in the country was imported. 
This created huge opportunities for bulk cement importation and bagging in 
the country. Arguably because of his close links to the government, Dangote 
became the major player in this industry. At its peak, Dangote controlled 46 
per cent of the bulk cement market in Nigeria (Ohimain 2014). 

When the Nigerian government decided to privatise its loss-making ce- 
ment companies, during the regime of President Obasanjo, Dangote acquired 
a 65.96 per cent stake in the Benue Cement Company “as part of the group’s 


2 See World Stage Newsonline, “Dangote Cement to complete plants across Africa this year” 
12 January 2014), downloaded from http://www.m.worldstagegroup.com/readnews.php?&id 
=13084&active=news (3 August, 2014). 
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strategic decision to move from cement importation to local production.’$ The 
Obasanjo administration subsequently adopted a backward integration policy 
for the cement industry. The objective of this policy was to promote local ce- 
ment production and phase out cement importation. While foreign cement 
companies like Lafarge adopted a cautious approach to expanding their local 
cement production, Dangote did not. The result was that Dangote’s company 
dramatically increased its cement production capacity in Nigeria from 0.9 mil- 
lion metric tonnes (Mta) in 2000 to 28.2 Mta per annum in 2015. In other words, 
Dangote, who was not a cement producer in Nigeria before the year 2000, rap- 
idly rose to become the dominant player in 2015 when he controlled 71.7 per 
cent of Nigeria’s total cement production capacity (Akinyoade and Uche 2016: 
6). Given the fact that “cement prices in Africa are still the highest in the world, 
averaging around 200 percent higher than any other region” (White 2015), it is 
perhaps not surprising that Dangote rapidly became the richest man in Africa. 
It was, arguably, his rapid success in cement production in Nigeria and the 
high price of the commodity across the African continent that made Dangote 
set his eyes on expanding his cement operations to the rest of Africa. In 2010, 
for instance, the company announced its intention to invest $3.9 billion in ce- 
ment production in 13 African countries outside of Nigeria. This strategy was 
defended, at least in part, on the grounds of African nationalism and unity: 


Our investments are justified because African governments and private 
sector combined are reportedly investing an estimated $72 billion a year 
in a new infrastructure across the continent. We are further encouraged 
in our expansion activities because of the favourable investment policies 
put in place by the Governments of these African countries, which rec- 
ognize that in the final analysis, it is only Africans themselves that can 
salvage the economic fortunes of the continent. 
Dangote Cement Plc. Annual Report, 2010: 13 


This paper explores the expansion of Dangote Cement into other African 
countries. It shows how diverse forces have affected the investment of Dan- 
gote in some of these African countries. Although both the Economic Com- 
munity of West African States (Ecowas) and the African Union (Au, formerly 
the Organisation for African Unity, OAU) are supposed to help promote such 
intra-continental business expansion, the reality is more complex. While the 
advent of Dangote Cement into other African countries has helped promote 


3 See official website of Dangote, downloaded from <http://dangote.com/Investorrelations/ 
quotedcompanies/operationsdangotecement.aspx> on 17 February 2017. 
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competition, its investments and strategies in some of these African countries 
have been questioned. This paper also further demonstrates that adverse eco- 
nomic developments in Dangote Cement’s home country is now beginning to 
affect the company’s Pan African expansionist bid. Specifically, the recently 
deteriorating economic situation in Nigeria, which has resulted in the scar- 
city of foreign exchange, has forced Dangote to scale down its ambitious Pan 
African expansion plan.* 

To achieve its aim, this paper is divided into four parts. Part one explores the 
environment for intra-continental business expansion in Africa in the context 
of the existing regional and sub-regional economic cooperation agreements. 
Part two critiques the various challenges Dangote has faced in expanding his 
business operations within the West African sub-region, while Part three ex- 
plores Dangote’s business expansion in the entire continent and in the con- 
text of Africa-wide economic cooperation agreements. Part four concludes the 


paper. 


Regional Cooperation and the Environment for Pan-African 
Business Expansion 


Theoretically, African businesses should derive some benefits when it comes 
to intra-continental expansion. This is because of the existence of multiple 
regional bodies aimed at promoting economic cooperation amongst mem- 
ber states. In the case of Dangote Cement, for instance, Nigeria — its home 
country — is a member of both Ecowas and the av. In reality, the situation 
is more complex as the rules governing such bodies rarely mention business 
establishments. Although the general subject of economic cooperation is al- 
ways captured in the rules of such regional bodies, experience has shown that 
economic cooperation among neighbours in a continent that has the highest 
concentration of poor countries in the world can sometimes be complicated 
(Uche 2001: 30). This is partly because it is easy for parties external to the region 
to maintain influence with some member states through aid and economic di- 
plomacy. The result is that the possibility of African multinational businesses 


4 According to the company’s Group Chief Executive Officer, Onne van der Weijde, “[w]e will 
focus our efforts and our capital expenditure on improvements in 2017, rather than building 
and expanding. That's because the currency situation has made it difficult to source enough 
dollars to fund the expansion in the timescale we had originally envisaged, where we would 
have about 75 Mta capacity by 2020” (2016 Dangote Cement Annual Report: 55). 
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operating in other African countries having any meaningful advantage over 
non-African multinational businesses also operating in Africa is impeded. 

The above dynamics clearly impact on Dangote’s ambition to build a Pan- 
African cement multinational business. Within the West African sub-region, 
for instance, Nigeria played a pivotal role in the formation of ECOWAS in 1975. 
Despite its name, the real reason why Nigeria championed the establishment 
of ECOWAS was to limit the influence of France in the sub-region. This was be- 
cause the country was unhappy with the support France provided to Biafra dur- 
ing the Nigerian Civil War through some of its proxy states in the region (Bach 
1983: 607). This agenda naturally drew opposition from France. The result is 
that francophone African states belong to both Ecowas and an increasingly 
strong francophone West African body that has now transformed into the West 
African Economic and Monetary Union (WAEMU). WAEMU member countries 
are by far the most economically integrated group in West Africa. They share 
a common currency and have a common central bank. All this has been made 
possible by the backing of the French Treasury. It is this relationship with the 
French Treasury that has ensured currency stability and convertibility in the 
region (Uche 2011: 21-23). The same, however, cannot be said of the other coun- 
tries in ECOWAS. This perhaps explains why all attempts, to date, to actualise 
an effective ECOWAS-wide economic integration scheme have not been very 
successful (but see: Dietz, Lange & Rau 2016). 

Although Nigeria played a major role in the founding of Ecowas and is by 
far the largest economy in the region, it was unwilling to support the poorer 
countries of the continent with its enormous oil wealth. It has, for instance, 
been argued that one reason for the failure of the West African Clearing House, 
which was established to facilitate ECOWAS -wide trade, was Nigeria’s refusal to 
channel its oil sales to other West African countries through the body (Cf. Uche 
2001: 23). This explains, at least in part, why the francophone countries in West 
Africa have been more willing to cooperate within WAEMU, with the support 
of France, than within ECOWAS. 

The result is that most Ecowas initiatives aimed at achieving economic 
cooperation and integration within the sub-region have met with little success. 
A clear example is the attempt by Ecowas to establish a single currency. Al- 
though talks about a single currency started in 1987, when the Ecowas Mone- 
tary Cooperation Agreement was signed, there has been little progress towards 
attainment of the said goal. There is also little chance that any meaningful 
progress will be made in the near future in this regard. This is partly because 
it is unlikely that the francophone West African countries will abandon their 
current monetary arrangements with France, which acts both as a hegemon 
and an agency of restraint, for an ECoOWAs-wide monetary agreement that has 
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no hegemon and/or agency of restraint. This is compounded by the fact that 
francophone West African countries have the most stable and internationally 
acceptable currency (CFA Franc) in West Africa. 

Another area where ECOWAS has been trying to promote cooperation is 
with respect to the establishment of the Ecowas Trade Liberalisation Scheme 
(ETLS) and the Common External Tariffs. Articles 2 of the 1975 ECOWAS Treaty 
specifically listed the objectives of the organisation to include the: 


elimination as between the member states of customs duties and other 
charges of equivalent effect in respect of the importation and exporta- 
tion of goods; the abolition of quantitative and administrative restric- 
tions on trade among member states [...] [and] the establishment of a 
common customs tariff and a common commercial policy towards third 
world countries. 


Consequently, Ecowas decided to establish the ETLS in 1979. It was not until 
1990, however, after three postponements, that the scheme was finally estab- 
lished. It was agreed at the time that it was to be implemented in three phases.® 

Some progress has since been made in this direction. The liberalisation of 
trade in unprocessed goods and traditional handicrafts has commenced and, 
in 2013, ECOWAS adopted a common external tariff (CET) for goods coming 
into the region (GIZ, Undated:). In practice however, the entire scheme is 
riddled with problems and its enforcement has proved very difficult. This has 
been explained thus: 


Political commitments on regional integration programmes have not yet 
been translated into policy and regulatory reforms [...] The share of intra- 
regional trade has remained low, in part because such long-standing 
commitments like the ETLS are extremely complex to implement [...]. 
In spite of the numerous benefits accruing from the ETLS, the scheme 
has been marred by obvious lack of legal backing at the national level, 
hence the charging of full duties by custom authorities in disregard of 
the regional laws and policies. As it is now, ETLS does not provide any 


5 The phases are: (1) an immediate and full liberalisation of trade in unprocessed goods and 
traditional handicrafts (2) phased liberalisation of trade in industrial products, with the 
phasing reflecting the differences in the levels of development of three categories of ECOWAS 
member states, and; (3) gradual establishment of a common external tariff (CET) (ECOWAS 


2013: 2). 
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mechanism where traders in the region who have been molested or ex- 
torted could establish any redress just as it is in the EU. 
ECOWAS 2013: 7 


Widespread corruption in the region is also another impediment to the imple- 
mentation of the ETLS. According to ECOWAS: 


The lack of a credible legal redress mechanism has even empowered 
corruption along several border routes as border officials continue to 
erect illegal road blocks and harass traders at such points. This presents 
increasing barriers to the free movement of goods along the trade cor- 
ridor [...]. Even when a product is registered and all information pro- 
vided, crossing the border can be difficult as additional payments often 
accrue from the activities of corrupt officials. In the application of import 
bans, Nigerian customs officials make no distinction between ECOWAS 
and third-country originating products. This is in contradiction with the 
ETLS, which specifically determines that originating goods should not be 
subject to quantitative restrictions (Ibid.: 7-8). 


At the continental level, the economic cooperation scheme has also not fared 
better. When the Organisation of African Unity was established in 1963, for 
instance, economic cooperation was listed as one of the areas where member 
states should coordinate and harmonise their general policies (oau Charter 
1963: Section 2). Despite the above, it was not until 17 years after its establish- 
ment (1980) that the oau produced an economic blueprint for Africa. This 
was contained in the Final Act of Lagos and the Lagos Plan of Action. Under 
the Final Act of Lagos, for instance, the Heads of States reaffirmed their com- 
mitment to establish an African Economic Community by the Year 2000. The 
main essence of this strategy was to ensure the economic, social and cultural 
integration of Africa (Section 2a). On the other hand, under the Lagos Plan 
of Action, African leaders resolved to adopt a regional approach towards 
the development of the African continent, “based primarily on collective self- 
reliance” (Paragraph 1).® 

Before the ink on the agreements could dry, it became clear that several 
African countries lacked the political will, and perhaps the economic ability, 
to operationalise the recommendations contained in both Plans. This was es- 
pecially so given the fact that, at the time, most of the African countries were 


6 See also Bujra (1982: i); Achenhou (1983: 6). 
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undergoing various degrees of economic difficulties. This was based, at least 
in part, on the fall in commodity prices — the mainstay of several of the con- 
cerned African countries. 

It was as a consequence of this that, shortly after the adoption of the Lagos 
Plan of Action and the Final Lagos Plan, many oau member countries sought 
the assistance of the World Bank in tackling the economic crisis in their vari- 
ous countries. A subsequent World Bank Report (“Accelerated Development in 
Sub-Saharan Africa’) sharply criticised the Lagos Plan of Action. It specifically 
argued that the Plan failed to emphasise the need for public sector reform as 
an important ingredient of economic development. The Report also further 
criticised the Plan for placing little emphasis on the importance of private sec- 
tor participation in the promotion of economic development. It then went on 
to recommend that African states should decrease their role in the economy 
and social welfare programmes through mechanisms such as privatisation, 
liberaliszation and the promotion of market forces as determinants of eco- 
nomic activity. Contrary to the position contained in the Lagos Plan of Action, 
the World Bank reiterated the need for the increased integration of African 
economies into the international economy.’ Given the precarious state of most 
African economies at the time, it was not surprising that the World Bank’s 
views triumphed (See Organisation of African Unity 1998: 2). The subsequent 
adoption of the International Monetary Fund imposed Structural Adjustment 
Programmes, based on principles similar to those propounded by the World 
Bank, became a major setback for the possibility of establishing an Africa-wide 
regional economic cooperation programme at the expense of the economic 
interests of non-member states of oavU. Under the above scenario, foreign mul- 
tinational companies continued to dominate the African business landscape 
(Heilman and Lucas 1997; Elkan 1988). 

A landmark factor that impacted on the development of African entrepre- 
neurship and the advancement of African multinational businesses across 
Africa was the end of Apartheid in 1994 and the subsequent admission of 
South Africa into the African Union. Although South Africa was considered 
as a rogue state and excluded from the AU as a consequence of its apartheid 
policies, it was still the largest and most advanced economy in Africa at the 
time (Nkuhlu 2003; Cornwell 2002). It is instructive that South Africa was 
able to achieve the above economic feat under neo-liberal market conditions. 
This was despite the limitations imposed by its Apartheid policies. It was, 


7 Foran analyses of these criticisms, see: Makgetlaneng (2003); Achenhou (1983); Amin (1982); 
Bujra (1982). 
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however, as a consequence of the increasing difficulties of doing business in 
an increasingly isolated country that South African businesses supported the 
ending of the Apartheid programme. Along these lines, it has been asserted 
that: 


During the 1970s and the 1980s South African companies, at a time when 
their profits were declining in South Africa, also faced resistance from a 
rising working class in South Africa as well as from newly independent 
countries in the Southern African region. They realised how dependent 
they are on the region and set out to overcome this resistance. That they 
have achieved this through legitimising the South African state is undeni- 
able [...]. [It has been] argued that South African capital spurred on the 
movement towards a negotiated transition to end apartheid for securing 
its o